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a MR F. W. ARNOLD 
i Manager of the Union Discount Company, who is this year’s chairman of 
? the London Discount Market Association 
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Markets and Mr Lloyd 


THE tough short-term measures an- 
nounced by Mr Selwyn Lloyd on 
July 25, discussed in our opening 
article on page 523, initially struck 
no fresh terror into stock markets. 
The precautionary marking down of 
prices at the start of business on 
July 26 was quickly reversed: the 
Financial Times equity index showed 
a modest rise of 0.8 points from the 
level of 315.2 to which it had re- 
covered in the preceding week. On 
the following day, however, in- 
vestors began to take a bleaker view: 
the FT index dropped 8.7 points. 
By July 28 it had fallen to 306.5— 
which, however, was still 5 points 
above the year’s low of 301.4 
touched on July 17, when Mr 
Lloyd’s warnings, combined with 
Mr Khrushchev’s threats about Ber- 
lin and the increasing calls by 
industry for new money, had severely 
shaken the markets. At that point 
the index had fallen fully 17 per 
cent from the all-time peak of 365.7 
established on May 15. The fall in 
London has been paralleled by 
severe falls on many Continental 
bourses: in Frankfurt, where fears 
about Berlin were naturally greatest, 
share prices fell by 17 per cert 
between early June and mid-July, 
making a total fall of no less than 
23 per cent from the all-time peak 
established last September. 

Not surprisingly, the jump of 
2 per cent in Bank rate included in 
the measures abruptly reversed the 
rally in gilt-edged that had been in 
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evidence in the preceding week. 
War Loan, which had recovered to 
543 from the all-time low of 52} on 
July 13, fell ~ on July 26; falls in 
the short-dated stocks ranged to 13. 
The FT Government stocks index, 
which had touched 74.56 on July 18 
and then recovered 0.90 in the 
following week, dropped back to a 
new all-time low of 74.53 on July 26; 
by July 28 it had reached 73.91. 


New Support for Sterling 


The announcement of Mr Lloyd’s 
measures and the news that Britain 
was negotiating a “‘substantial”’ draw- 
ing from the International Monetary 
Fund brought an immediate rebound 
in sterling. The spot rate on New 
York jumped ¥% cent from the level 
of $2.78} at which it had settled 
(initially with official assistance) early 
in the month. The recovery was 
carried further in the following days: 
by July 28 the sterling-dollar rate 
had settled around $2.791. 

The steep rise in Bank rate led 
to a widening of the discounts on 
forward sterling (which had _ nar- 
rowed quite sharply in the previous 
week, following the Chancellor’s 
promises of strong action): the three 
months’ discount widened to the 
equivalent of about 54 per cent per 
annum against the D-mark and 
Swiss franc (earlier in the month it 
had touched 6 per cent on Zurich). 
Against the dollar the discount moved 
to around 4 per cent per annum; 
allowing for the differential of al- 
most 4$ per cent between the 








Treasury bill rate in London (which 
rose by 27; per cent to £6 13s 9d 
at the tender on Friday, July 28) 
and the corresponding rate in New 
York, this still left a small margin 
for covered arbitrage in London’s 
favour. 

As this issue of The Banker went 
to press it was too early to say 
whether the authorities’ actions had 
succeeded in staunching the outflow 
of funds from London. There had 
been signs in June and early July 
that the outflow was quickening. 
In June the gold reserves dropped by 
$132 millions, a significantly greater 
fall than that recorded in the two 
preceding months. This reduced the 
central reserves to $2,772 millions, a 
total fall of $473 millions since end- 
January. One reason for this in- 
creased rate of loss may have been 
that some Continental central banks 
had reached the limit of their ““Basle”’ 
commitment to hold sterling. 

A tantalizing glimpse of the mag- 
nitudes of the Basle assistance is 
afforded in the Bank of England’s 
latest Bulletin, which reveals that 
holdings of sterling by “central 
banks and other official funds ”’ on 
the Continent rose by no less than 
£83 millions to £319 millions in the 
first quarter of the year (in the 
same period private holdings by 
Continental countries fell by £35 
millions), This quarter included 
the first three weeks of the Basle 
scheme, but the total of official 
holdings was probably swollen by 
preparations for Germany’s {67% 
millions debt repayment to Britain. 


Exports on the Turn? 


Owing to the distortions caused 
by the London docks strike in April 
and May it is impossible to say 
whether the upsurge in exports 
recorded in June reflected anything 
more fundamental than the departure 
of delayed shipments. Seasonally 





adjusted, exports jumped to {331 
millions in the month from the de- 
pressed level of £282 millions re- 
corded in May; with imports showing 
little change at £366 millions and 
re-exports gaining {2 millions to 
£15 millions, the trade gap dropped 
to £20 millions. Taking the second 
quarter as a whole, and thus elimin- 
ating as far as possible the effects 
of the strike, exports were 1 per cent 
less than in the first quarter, aver- 
aging {£306 millions, while imports 
were 6 per cent less, averaging {£362 
millions. After allowing for re- 
exports, the trade gap in the quarter 
averaged {£43 millions, compared 
with £64 millions in the first quarter 
of this year and £69 millions in the 
second quarter of 1960. Thus the 
improvement was due entirely to 
the fall in the import bill, largely, 
no doubt, a consequence of the 
slower rate of stock-building. There 
have been some signs recently, how- 
ever, that exports are beginning to 
pick up; the vigorous recovery in the 
US economy holds the hope that the 
improvement will gather pace. 


Stiffening HP Terms 


Disobligingly for the finance 
houses, Mr Selwyn Lloyd included 
no tightening of the controls on 
hire-purchase terms in last month’s 
package of disinflationary measures. 
Undoubtedly, an increase in the 
statutory minimum deposit on cars 
from its present level of 20 per cent 
would have been welcomed by the 
trade. Earlier in the month the 
Finance Houses Association, which 
represents virtually all the big com- 
panies, had expressed its concern 
at the pressures on its members’ 
earnings and had indicated that it 
was considering recommending a 
minimum deposit of 25 per cent on 
new cars and of 334 per cent (com- 
pared with 25 per cent at present) 
on second-hand; less defensibly, it 
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also indicated that a general rise in 
service charges was being considered. 
Plainly, many HP companies are 
concerned at the losses being sus- 
tained on second-hand car business 
following the steep fall in the prices 
of used cars. United Dominions 
Trust, the biggest of the finance 
houses, last month took the lead in 
refusing to handle HP business on 
cars more than five years old unless 
the selling dealer accepted responsi- 
bility for any loss. The advisability 
of a more cautious attitude was in- 
dicated a few days later by the 
publication of UDT’s trading results 
for the year to June 30 last, which 
showed a fall (after making an “ ex- 
ceptional provision” of £500,000 
for bad debts) in the after-tax profits 
of the group from 1,753,000 to 
£933,000—a level that did not fully 
cover the cost of the 264 per cent 
dividend on the ordinary shares. 


The Bank and Gilt-edged 


A marked turn-round in “ depart- 
mental ”’ operations in the gilt-edged 
market is disclosed in the latest 
quarterly analysis given in the third 
issue of the Bank of England’s 
Bulletin released early last month. 
During the three months to mid- 
March, as will be seen from the 
figures reproduced on page 582, the 
authorities were net buyers of gilt- 
edged stock to the extent of £110 
millions, whereas in each of the 
three preceding quarters they had 
been net sellers; in the second half 
of 1960 they sold no less than £400 
millions. ‘The quarter’s net intake 
was, however, less than the amount 
sold by the domestic banking sys- 
tem; including £54 millions sold by 
the discount market, these sales 
totalled £152 millions, the largest 
since early 1960. 

This support for the market, it is 
important to observe, was not pro- 
vided in the hope of preventing the 
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rise in interest rates. The annual 
report of the Bank of England, re- 
leased a fortnight after the latest 
Bulletin, states that, while the official 
purchases moderated the initial rise, 
“it was considered that a rise in 
long-term interest rates would help 
to reinforce other restrictions on the 
credit system; and, in view of market 
conditions, the establishment of a 
somewhat lower level of gilt-edged 
prices was needed if official sales 
were to be resumed”. It seems 
possible that they were resumed— 
for a very brief spell—in the phase 
when the market was putting a 
bullish interpretation on the budget, 
partly because it implied a reduction 
of the overall deficit to a level well 
short of the Exchequer’s likely re- 
ceipts from non-market borrowings. 
On this point, incidentally, the 
Bank makes an interesting comment, 
with a significant difference of em- 
phasis from that given in some 
ministerial statements. ‘ Any conse- 
quential large-scale redemption of 
Government debt’, it observes, 
‘* does not, however, necessarily im- 
ply a downward trend in short, 
medium or long-term interest rates, 
for the circumstances which enable 
the Government to repay debt to 
home holders equally require home 
holders to realize Government debt’’. 
We, for our part, would question 
the word “ equally’ (for example, 
the additional taxation that goes to 
reduce the Government’s need for 
finance may be provided by addi- 
tional savings by the taxpayer). 


Barclays Rights Issue 


The one surprise among the clear- 
ing bank half-year-end announce- 
ments was Barclays’ statement that a 
rights issue was impending. The 
terms, announced later, are one-for- 
eight at 50s; the issue will thus raise 
£124 millions. The announcement 
caused special interest since it sug- 








gested that the Midland issue earlier 
in the year may have been the 
start of a new round of capital- 
raising’ rather than the end of an 
old one. Interim dividends of the 
clearing banks were either main- 
tained at last year’s rates or, as fore- 
cast, were adjusted to half the total 
payment for 1960. In spite of the 
fall in the gilt-edged market, none 
of the banks except the Midland 
discloses any investment deprecia- 
tion in its half-year-end statements, 
but in several instances the basis of 
valuation is not disclosed. The Mid- 
land, as expected, has adhered to 
its practice of not writing down its 
portfolio, even out of current profits, 
and at end-June showed its invest- 
ments at {224.3 millions, 1.8 per 
cent above middle market price 
valuation. 


Advances Trend Steepens 


For the first time for almost 
twelve months, bank advances have 
lately been rising more rapidly than 
in the corresponding period a year 
previously. The latest clearing bank 
figures available at the moment of 
going to press—those for the June 21 
make-up and for the _ half-yearly 
‘* statements ’’—show that over the 
six weeks from mid-May net ad- 
vances rose by £132.8 millions (to 
£3,578.7 millions) compared with 
£109 millions and £113 millions in 
the similar period of 1960 and 1959 
respectively. A substantial part of 
this large rise by comparison with 
that shown in earlier months was 
attributable to the debiting of half- 
yearly interest charges, which will 
have been higher this year (owing 
to the higher level of advances), but 
it explains only a small part of the 
increase shown on the annual com- 
parison. The fact that the whole of 
this increase occurred in the period 
up to the June make-up is not sig- 
nificant; since the make-up fell as 
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late as June 21, and thus related to 
a five-week period, it reflected some 
of the half-year-end debits, and 
hence is not comparable with the 
mid-June statement for 1960. 

The pressure of advances necessi- 
tated further sales of investments. 
Barclays, whose liquidity ratio at 
mid-May had been down to pre- 
cisely 30 per cent, sold £20 millions 


June 21, Change on 
1961 Month Year 
{mn mn {mn 

Deposits.. 7441.4 + 91.0 +274.3 

“Net” Dep* 6952.1 +112.3 +282.0 
Liquid tT 

Assets 2394.5 (32. 2) + 80.4 +141.3 

Cash .. 610.1 (8.2) + 17.0 + 8.4 

Call money 590.2 (7.9) + 10.0 + 41.8 

Treas bills 967.2 (13.0) + 55.2 + 9.3 

Other bills 227.0 (3.1) - 1.8 + 81.8 

Special Dep 145.4 (2.0) + O04 + 75.6 

if Risk 93 

Assets 4703.5 (63.2) + 26.6 + 69.6 

Investments 1084.2 (14.6) - 21.9 ~ 292.0 

Advances.. 3619.3 (48.6) + 48.5 +361.6 

State Bds 61.2 - 04 - 2.5 

3558.1 + 48.9 +364.1 

Allothers 3436 ot 4 51.9 +366.2 

* Excluding items in course of collection 


and items in transit. 
+ Ratio of assets to gross deposits. 
t Excluding items in transit. 


before the June make-up (raising 
its ratio to 32 per cent), while 
Lloyds and Midland, whose June 
make-up ratios were only just over 
the minimum, sold {14.5 and {21.4 
millions respectively before the 
month-end. Over the full period of 
slightly over six weeks, net deposits 
rose by {223.7 millions to £7,188.6 
millions, compared with a rise of 
£217.2 millions in the correspond- 
ing period of 1960, but the move- 
ment as measured by Lloyds index 
(unchanged at end-June at 113.9) 


was no more than seasonal. 


Reforming the Truck Acts 


Last year’s Payment of Wages 
Act was preceded by a great deal of 
public discussion of the Truck Acts; 
the report of the Karmel Committee 














has come now to remind us that the 
1960 Act dealt with only one of the 
truck impediments, albeit the one of 
greatest public interest. The Com- 
mittee recommends repeal of the 
surviving Truck Acts, and their 
replacement by legislation on quite 
different lines, legislation that would 
cover all employees, not only the 
‘“workman’”’ whose definition has 
presented the Courts with so many 
nice problems. The principal abuse 
at which the successive Truck Acts 
were directed, the payment of wages 
in kind, is not considered by the 
Committee to be a continuing danger 
—rather the prohibition of such pay- 
ments may on occasion prevent the 
provision of amenities valuable to 
the employee. A re-definition of 
‘“ wages ’’ as the cash wages payable 
under a contract of service would, 
it suggests, leave the employer free 
to make what additional arrange- 
ments he thinks fit. On the other 
hand, experience in recent years 
suggests that protection is still neces- 
sary in the matter of deductions 
from. wages, whether as fines or as 
penalty for bad work or loss of or 
damage to the employer’s property; 
while the Trucks Acts permit only a 
minority of the deductions which are 





reasonable and fair. So in the Com- 
mittee’s view the permissible scope 
of the deductions should be en- 
larged, but there should be local 
tribunals to provide “ an inexpensive 
expeditious and conclusive method 
of dealing with complaints’”’, the 
findings of which would be enforce- 
able if necessary by the Courts. 


First Computer Centre 


Last month Barclays became the 
first British bank to introduce com- 
puter accounting when the Post- 
master-General, Mr Reginald Bevins, 
formally opened the bank’s No. 1 
Computer Centre at 154 Drum- 
mond Street, London, NW1. The 
new system is the first in the world 
to make use of both a computer and 
a teleprinter network. The com- 
puter installed, an EMIDEC 1100, is 
the first of two that will be operated 
from the centre; it was ordered in 
August, 1959. When fully operative 
the computer will handle the book- 
keeping of 40,000 accounts at twelve 
of Barclays’ West End _ branches. 
All banking vouchers will remain in 
the hands of branches, the informa- 
tion on each being transmitted by 
teleprinter to the centre, where 
records will be maintained on mag- 
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netic tape and transmitted back to 
the branches for automatic printing 
of ledger sheets and statements. 

A further step towards electronic 
banking was made last month when 
the Midland Bank placed an order 
with English Electric for a KDP 10 
computer to be employed eventually 
to service current accounts at sixty 
branches in the London area. 


More Overtime for Barclays 


The announcement that Barclays 
Bank has reduced its working week 
from 42 to 40 hours is a further 
sign of the times in banking. The 
banks’ business is increasing in a 
community both affluent and fully 
employed, and the full employment 
impedes their recruitment of staff. 
Barclays’ staff will now be paid over- 
time after 40 hours’ work in any 
one week; at the same time holiday 
entitlement is increased by three 
days to two weeks and three days 
for staff on salaries between {425 
and £540—that is (for those on the 
scale) aged between 21 and 24. 
Previously the extra three days were 
achieved only at £540. 

This move follows closely on the 
recent announcement by the large 
banks of increases in the scale 
salaries at age 18, 19 and 20. The 
40-hour week will benefit all un- 
appointed staff, but the accent is 
clearly on youth, for reasons that 
are obvious enough. The turnover 
in young girls especially is alarm- 
ingly rapid, and youngsters who 
leave their banks after less than, say, 
a year’s service have given the banks 
little or no return for the money 
(in training as well as salary) in- 
vested in them. In each successive 
summer, as the banks wait im- 
patiently for the new school leavers, 
the staff problem in the larger 
centres becomes increasingly difh- 
cult. Other employers, of course, 
have similar troubles, but few have 
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them in so acute a form as the banks, 
where rapidly increasing business 
presses on a staff still working un- 
popularly irregular hours in a five- 
and-a-half day week. A much more 
radical reappraisal may be needed. 


Bankers at Oxford 


The general theme chosen for 
the International Banking Summer 
School held in London and Oxford 
last month—the City as a centre of 
international trade and finance— 
proved to be especially opportune. 
Coming at a time of keen inter- 
national interest in such problems 
as the future of sterling, Britain’s 
emergency measures, and the Com- 
mon Market, a number of the lec- 
tures provided focal points for many 
animated discussions, informal as 
well as formal, among the 200 or 
more delegates. The opening lec- 
ture, given by Mr Paul Bareau in 
the library of the Institute of 
Bankers, started the ball rolling on 
these topics, and it was being 
vigorously kicked around in the 
common rooms as well as in the 
lecture hall by the time Mr W. F. 
Crick spoke specifically on the inter- 
national rédle of sterling after the 
school had established itself in its 
normal English home — Christ 
Church, Oxford. Professor Sayers 
spoke on the role of the central 
bank in international trade and Sir 
Oliver Franks, speaking on the 
clearing banks, opened the notable 
series of lectures on particular sec- 
tors of the mechanism of finance 
and commerce. Sir Eric Carpenter, 
President of the Institute of Bankers, 
took the chair at a number of these 
lectures and also presided at the 
inaugural and farewell dinners. Al- 
together, this—the fourteenth—sum- 
mer school seems to have been one 
of the most successful of the whole 
series. Next year, for the first time, 
the School is to be held in Moscow. 
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Pause—or Showdown ? 


R SELWYN LLOYD’S economic broadside, which the City 
had been steeling itself against ever since the middle of June, 
was in the end delayed until almost a week after the Finance 
Bill became law, and was delivered only after a crescendo of 
ministerial warnings and calculated leaks, combined with repeated hints of 
a new approach that would at last bring policy to grips with the elusive 
fundamentals of Britain’s problem. The hopes of some grand new magic 
thus raised among the credulous had by then been encouraged, moreover, 
by the thought that since the last crisis occasion we have had a new Chan- 
cellor, a new Governor of the Bank of England and a new economic adviser 
to the Government. After such trumpetings there was obvious risk of 
anticlimax. ‘The programme of July 25 was found to lean, for all its 
immediate clear-cut actions, on familiar measures of disinflation. ‘The 
new approach, if any, had to be deduced from vaguely-phrased promises 
of future action. On these grounds, many commentators brushed the 
whole package aside, contemptuously dismissing it as the medicine as before. 

To us it seems that these are over-hasty judgments. Obviously, the 
Government is not going so far on the “ planning ”’ approach to the long- 
run problems of growth as many people seemingly wish to see, though it 
has made some moves in this direction; but it never was sensible to suppose 
that action on these lines could provide some painless long-run means of 
keeping Britain competitive and the balance of payments in equilibrium. 
On the other hand, the immediate fiscal and monetary measures look 
extremely formidable. It is right to be sceptical whether such measures 
can give more than short-term relief. Past essays in disinflation have 
repeatedly failed for lack of follow-through in the short run—notably on 
the wages front—and for lack of consistency in the longer run. Each 
swing into reflation, after the immediate danger has passed, has been over- 
vigorous, and too long sustained. This time there are signs that the 
Government has been screwing itself up to follow through. More is the 
pity that by sheer clumsiness in the staging of the measures, and the con- 
trast they present to the surtax concessions, long overdue though these 
were, it has hugely whipped up public resistance. 

The fiscal component in the package is, as expected, the first of the new 
regulators, a surcharge of one-tenth on all “‘ revenue’ customs and excise 
duties and purchase tax. The main incidence will be on tobacco, alcohol, 
petrol, motor cars and most consumer durables, but it will also be thinly 
spread over many other consumer goods. The wide range puts this action 
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THE MEASURES OF JULY 25 


Monetary 

Bank rate: Raised by 2 per cent to 7 per cent. 

Special deposits: Further call of 1 per cent from clearing banks (making total 
of 3 per cent) and of 4} per cent from Scottish (making 14 per cent); half to 
be paid by August 16, remainder by September 20. 

Bank advances: All banks and insurance companies asked to be “ particularly 
severe ’’ on borrowings for personal consumption (including finance for HP), 
speculative building, property development or other speculative purposes. 

The new money rates: Clearing banks’ allowance on deposits at seven days’ 
notice increased from 3 to 5 per cent; minimum charge for loans to discount 
market from 3% to 52 per cent; overdraft rates generally raised by full 2 per 
cent—to 7 per cent for nationalized industries, 7$ per cent for “ blue chip ”’ 
companies, 8 to 84 per cent for average borrowers and 9 per cent for some 
marginal borrowers and for term loans. 


. 


Fiscal 

Surcharge on revenue duties: Imposed at maximum permitted rate of 10 per 
cent, equivalent (e.g.) to 4d on 20 cigarettes; 1d on pint of beer, 2s 6d on bottle 
of whisky, 3d on gallon of petrol, £23 on car retailing around £750. 

Capital gains taxation: Measures foreshadowed for next year’s budget designed 
to impose ‘ within existing system of taxation . . . a clear liability to tax over 
a wider field than at present’. ‘Two main kinds of activity indicated as targets: 
(1) short-term profits that are ‘‘ more in the nature of speculation than invest- 
ment, for example, short-term transactions in shares and securities’’; (2) 
trading activities (often in real estate) cloaked to escape liability. 


Public Expenditure 

Proposed, as recommended by Plowden Committee, to strengthen control of 
longer-term growth of expenditure. For 1962-63 intended to hold increase 
in Supply expenditure down to 24 per cent (about £125m above estimates for 
1961-62) and to offset this by savings below-line. Local authority capital 
spending to be kept to not “ significantly ’’ more in 1962-63 than this year. 

Economies to be achieved: (1) By applying ‘“‘ very strict criteria’’ to any new 
proposals for assistance to industry; (2) by looking “ critically ’’ at the level 
of agricultural support in the 1962 review; (3) by suspending Exchequer 
advances to building societies for the purchase of pre-1919 houses—such 
advances totalled £40m in 1960-61; (4) by setting a ceiling of £42m to the 
pending award increasing primary and secondary teachers’ salaries. 


External Expenditure 

Government spending: North Atlantic Council requested to review financing 
of UK forces in Germany—in hope that it may persuade Germany to assume 
part or whole of annual foreign exchange cost of {£65m. Assistance to under- 
developed countries to be held around present level of £180m a year. Saving 
of 10 per cent to be achieved in cost of diplomatic and administrative services 
overseas in 1962-63. Hoped by these means to reduce total Government 
spending overseas from £480m to £400m in 1962-63. 

Private investment overseas: More severe test to be applied to new investment 
in non-sterling area—projects must promise ‘‘ clear and commensurate benefits 
to UK export earnings and to the balance of payments ’”’. UK firms operating 
overseas requested to ensure that a higher proportion of earnings is remitted. 


Longer-term Plans 
Intended to discuss “‘ urgently’’ with both sides of industry procedures for 
“pulling together’”’ the various processes for consultation and forecasting 
with a view to better co-ordination of ideas and plans. 
Necessary radical changes in outlook and methods in industry should be assisted 
by reductions in tariffs through current negotiations. 
Determined effort needed to deal with restrictive practices which are out of date. 
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in a different class from the hire-purchase restrictions that have been the 
chief between-budgets weapons against consumption in the past. There is 
also the important difference that HP changes exert a “‘ once-for-all ” effect 
that tends to wear off, whereas indirect tax increases, if not offset by sub- 
sequent wage increases, exert a continuing effect. The prospective yield 
from the surcharge is, moreover, very large: it is estimated at £130 millions 
for this fiscal year and at £210 millions in a full year—a larger addition to 
taxation than any Tory Chancellor has ever made even at budget-time. 

This strong fiscal action has not been accompanied by any soft-pedalling 
of monetary action. Bank rate has been used at full strength, being 
raised at one stroke from 5 to 7 per cent, repeating the emergency action 
of 1957; a third call has been made on the banks for Special Deposits, 
requiring the clearing banks’ immobilized special accounts at the Bank of 
England to be raised from the equivalent of 2 to 3 per cent of their gross 
deposits, and the Scots banks’ accounts from 1 to 14 per cent; and it has 
been made clear that the impact of this is intended to fall on advances. 

This clearly means that the banks are expected to abstain so far as 
possible from selling investments as the means of meeting any resultant 
strain on their liquidity (though there has been no suggestion that the 
authorities would withdraw support from the gilt-edged market if the 
banks do try to sell). In the immediate future there should be no difficulty 
about this; at the July make-up, the liquidity ratios of the seven largest 
banks ranged from 31.3 to 34.0 per cent. But the banks will have little 
or no margin, and certainly no cushion against the seasonal strains of early 
1962, if the rise in their totals of outstanding advances is not substantially 
arrested. All recent experience suggests that they will need to stiffen 
lending standards still further (unless the new very high lending rates 
impose a sharper restraint than many of them expect) if “all possible 
room ’’, as the Chancellor requests, is to be left for the finance “ vitally 
needed ’”’ for exports and productive industry. The tough intentions of 
the authorities at this point may be gauged from their return to “ quali- 
tative’ requests. ‘The banks and insurance companies are asked to be 
‘ particularly severe ’’ on proposals related to personal consumption, includ- 
ing finance for hire purchase, as well as speculative building, property 
development and other speculative purposes. 

These restraints on consumption and on marginal investment outlays 
in the private sector are being flanked by a new drive to limit public expendi- 
ture. It is intended to limit the rise in Supply expenditure in 1962-63 to 
24 per cent, or about £125 millions, to require local authorities to restrain 
Or postpone capital projects wherever possible, and to stop the Exchequer 
grants to building societies for loans on pre-1919 houses. If these aims 
are realized, the central ‘‘ above-line”’ expenditure and the local capital 
spendings will together be some £175 millions less in 1962-63 than they 
would otherwise have been, and the actual increase in expenditure above- 
line will be roughly offset by a decrease below-line. 

This tough three-pronged drive for disinflation, launched only three 
months after the budget, has been necessitated, Mr Lloyd affirms, by a faster 
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growth in home demand than had been foreseen, and by a “ critical ”’ 
external situation, in that the “ overall ”’ deficit on the balance of payments 
is continuing through a third successive year. It is hard to avoid the 
conclusion, however, that the biggest unforeseen change since last April 
has been the extent of the pressure on sterling on short-term capital account, 
for the current balance of payments, though not improving as much as 
had been hoped, is certainly in better shape than last year. Similarly, 
on the domestic front, the economy as a whole does not seem to be so 
gravely and so demonstrably overloaded as on some former occasions. 
The main source of disquiet, as we argued last month, is that although 
some sectors are running below capacity, and aggregate output is rising 
only slowly, personal incomes have risen much faster and pending wage 
demands have been threatening a further and steeper rise. 

This is the crux, both of the immediate problem and of the Chancellor’s 
measures. If the domestic overload is indeed less massive than the Chan- 
cellor has implied—and there are some signs, in retail trade and in unfilled 
vacancies, that it may be levelling off—the disinflationary measures look 
even more impressive. But whether they can be of more than short-run 
value in containing inflation depends entirely on whether they are over- 
taken by the wage-price spiral, as has happened so often in the past. There 
is only one way in which that danger might be averted this time. The 
Chancellor has said that there must be a “ pause” in wage and salary 
increases (and also in dividend increases, which in many instances are now 
being inhibited by the profits trend, in any case) “ until productivity has 
caught up ’’, has affirmed that the Government itself will act in accordance 
with this policy wherever it has direct responsibility, and has appealed for 
similar action elsewhere. ‘There is some suggestion that the Government’s 
veto on wage increases may apply not only to cases in which it is itself in 
effect the employer but also to those in which outside wage settlements 
require the ratification of a minister. If this means that there is a new- 
found courage to face the threat of strikes in defence of price stability, 
Britain will be in for an uncomfortable phase in industrial relations, but 
with some prospect of a well-based advance in the long run if the Govern- 
ment stands its ground and sets an example. Otherwise the only hope 
of a new approach is one that might stop the next-but-one turn in the 
spiral through the sheer competitive pressures let loose by tariff reductions, 
by entry into the Common Market and, perhaps, by new abatements of 
restrictive practices—on all of which fronts there is renewed talk of action, 
though no clear promises. But let no one suppose that any such plunge 
into a more competitive world offers a means of escape from the pains of 
getting incomes into line with productivity. 

For the immediate future, the firmness of the monetary action, the large 
buttress expected from the IMF and the promise of some savings in 
Government outlays overseas should suffice to stop the run on sterling— 
subject only to the uncertainties of the threat around Berlin. But for the 
medium and longer run everything depends on whether “ pause ”’ really 
means “ showdown ”’. 
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Commonwealth and 
Common Market 


HE journeyings of Mr Macmillan’s ministerial envoys round the 

Commonwealth capitals have made it abundantly plain that of 

the three much-advertised obstacles to Britain’s entry into the 

European Common Market the Commonwealth trading link is 
by far the most formidable. The other economic obstacles—Britain’s 
obligations to its farmers and to its partners in the European Free Trade 
Association—should be surmountable without requiring any major con- 
cessions by the European Economic Community. The problem presented 
by the free entry to Britain’s market traditionally accorded to Common- 
wealth products, however, raises more fundamental difficulties, difficulties 
that can be resolved only by a major concession by the Community. 
Whether the Common Market countries are willing to make such a con- 
cession as the price of Britain’s membership can be discovered only in 
actual negotiations—which lends a curious air of unreality to the recent 
Commonwealth discussions since, as was repeatedly emphasized, these 
were held merely to sound Commonwealth opinion on whether or not 
Britain should open formal negotiations with the Community. Not sur- 
prisingly, the discussions could not be kept on this academic plane; the 
Commonwealth governments, with the notable exception of the Malayan, 
left no doubt of their disquiet at the prospect of Britain’s joining the 
Common Market, whatever the terms. 

This disquiet was expressed most forcefully by Canada and by Aus- 
tralia, whose dependence on the British market is relatively small; signifi- 
cantly perhaps, both countries are in the throes of an election campaign. 
New Zealand, the Commonwealth country most dependent on the British 
market, apparently argued its case with more restraint and understanding 
of Britain’s dilemma. But in Canberra the official communique issued 
after Mr Sandys’s talks put only the most transparent of diplomatic glosses 
on the differences that had emerged: after acknowledging that “ Aus- 
tralian ministers do not feel entitled to object to the opening of negotiations 
by the British Government should it reach the conclusion that this was 
desirable’, it added that “the absence of an objection should in the 
circumstances not be interpreted as implying approval”. Even more 
bluntly, the communique issued in Ottawa stated that Canadian ministers 
had expressed “‘ grave concern . . . about the implications of possible 
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negotiations between Britain and the European Economic Community and 
about the political and economic effects which British membership in the 
EEC would have on Canada and the Commonwealth as a whole ”’. 

Whatever effect this demonstration of the Commonwealth’s anxieties 
may have on the Continent, it has had the unfortunate effect in Britain of 
appearing to lay bare—to the undisguised glee of the Beaverbrook press 
and of the unholy alliance of left- and right-wing extremists at Westminster 
—a basic conflict of interests between the Commonwealth and Europe. 
The new uncertainties injected by the Commonwealth discussions had not 
been dispelled by Mr Macmillan as this issue of The Banker went to press; 
his long-awaited statement of Britain’s intentions was promised for July 31, 
the very eve of the gathering in Paris of the Ministerial Council of Western 
European Union—one of the few remaining bodies on which Britain and 
the Common Market countries meet as partners. Mr Macmillan’s evident 
desire for the maximum time for deliberation is understandable; it is plain 
that a firm decision in principle to join Europe politically must precede any 
effective negotiation of the precise economic terms on which entry might 
be secured. Unhappily, the reactions of the Commonwealth have made 
that decision more difficult, by strengthening the impression that Britain 
will, in some ill-defined way, have to choose between the Commonwealth 
and Europe. Yet in reality there is surely no such agonizing conflict. 


Free Entry the Crux 


This is not to deny the very serious difficulties for the economies of 
many Commonwealth countries that would arise if Britain were to join the 
Common Market on the terms of the Treaty of Rome. Not only would 
the privileges that Commonwealth producers have enjoyed by virtue of 
their free entry to Britain’s market be terminated but, more alarmingly, 
the common tariff that will eventually surround the EEC would place 
Commonwealth products at a considerable disadvantage compared with 
those from within the Community. Plainly, many Commonwealth pro- 
ducers would be unable to compete successfully on such terms in what 
had hitherto been their staple market. This is the heart of the Common- 
wealth problem. ‘The tariff privileges that Britain’s own exports enjoy 
in Commonwealth markets present no comparable problem: their signifi- 
cance has been diminishing in recent years and, indeed, last spring Mr 
Edward Heath, the Lord Privy Seal, openly invited Commonwealth countries 
to use those preferences in their bargaining with the European Economic 
Community. In fact many Commonwealth countries have already tried to 
gain easier access to the Community for their agricultural products in 
return for a reduction in the preferences accorded to British manufactures. 
Their efforts, however, have met with little success—which largely explains 
why continued free access to the British market is considered so vital. 

The problem is made more difficult by the fact that the proposed struc- 
ture of the EEC common tariff means that discrimination against Common- 
wealth (and other external) products would be most severe in two vital 
sectors—temperate foodstuffs and low-cost manufactures. Most raw 
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materials would enter the Community either duty-free or at very low rates 
of tariff: their producers in the Commonwealth would clearly not suffer 
from Britain’s membership. Tropical products would be subjected to 
fairly high tariffs* (e.g. 16 per cent on coffee, 9 per cent on cocoa beans 
and perhaps 20 per cent on tea); but since it has been agreed that such 
products from “ associated territories ’’ that had colonial status when the 
Treaty of Rome was signed may enter the Community duty-free, it would 
clearly be in the interest of many Commonwealth producers, whose sales 
to Europe have been expanding rapidly in recent years, if Britain were to 
join the Community and secure this right of free entry for their products. 
France, the country of the EEC most affected by such an arrangement, 
has, indeed, already indicated its willingness to include Commonwealth 
African territories within the system of preferences should Britain join. 
Understandably, however, this solution would be opposed by other tropical 
producers, notably in Latin America, and their protests would no doubt 
be supported by the United States. Undoubtedly, the most acceptable 
solution would be the effective elimination of all preferences by the abolition 
of the very high revenue duties that many Continental countries levy on 
such products. Such a move has been recommended recently in reports 
prepared for the Council of Europe and the Assembly of Western European 
Union; it is to be hoped that the EEC will acknowledge the wisdom of 
that course of action. ‘The most formidable problems, however, concern 
temperate foodstuffs, since every member of the European Economic 
Community protects, in greater or less degree, its domestic agriculture, 
mainly by imposing high import duties, and will clearly be reluctant to 
see that protection undermined by any concessions to the Commonwealth. 
The currently proposed common EEC tariff* on meat is 20 per cent, on 
wheat 20 per cent, on bacon 26 per cent, on butter 24 per cent, on cheese 
23 per cent and on apples 7-14 per cent. Plainly, New Zealand and 
Australian butter and cheese could not hope to compete in the British 
market with Dutch, French and Danish if they had to surmount tariff 
barriers of that magnitude. Yet, equally plainly, the free entry of Common- 
wealth products to one member of the EEC would strike at the very heart 
of the protection for agriculture, which unhappily seems to be one of the 
Community’s most cherished aims. Similarly, unqualified accession to 
the Treaty of Rome would mean that Britain would have to apply the 
common EEC tariff to imports of manufactured goods from the Common- 
wealth. ‘True, in importance such imports do not bulk large when com- 
pared with foodstuffs, nor is the proposed common tariff so prohibitively 
high. Moreover, the traditional free access of such goods to the British 
market has already been effectively curbed by the “ voluntary’ quotas 
placed by Hong Kong, India and Pakistan on their exports of cheap textiles 
to Britain. But the importance of trade in cheap manufactured goods is 
likely to increase as the industrialization of the underdeveloped countries 








* The EEC tariff rates quoted in this article do not take account of the provisional 
reduction of one-fifth in the common external tariff, made by the Common Market countries 
in the hope of reciprocal concessions in the current round of GATT negotiations. 
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gathers pace. While this is certainly not solely a Commonwealth problem 
it is a problem on which the Commonwealth in general, and Britain in 
particular, might well set an example of good liberal behaviour. 

One possible method of reconciling Britain’s membership of the Common 
Market with the need to prevent discrimination against Commonwealth 
products would be for Britain to provide tariff-free quotas for its Common- 
wealth imports, each quota based on the average volume of such imports 
over, say, the past five years. Such quotas are permitted by the Treaty of 
Rome, but whether their use on the scale envisaged in this proposal would 
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The chart shows the percentage of Britain’s total exports and imports in 1955 and in 1960 
sent to or brought from the Commonwealth and the other major trading areas Of the world. 


be approved by the EEC and whether, even if so approved, it would be 
sanctioned by the General Agreement on Tariffs and ‘Trade (which requires 
any tariff-quota to be non-discriminatory) are clearly major questions that 
must be fully explored in any negotiations with the Community. 

All indications suggest that the Commonwealth countries themselves are 
not enamoured of this approach. They admit that such quotas would 
enable them to maintain their market in the United Kingdom but stress 
that the quotas would prevent them from expanding sales in that market, 
and that their principal need at the moment is to find expanding markets | 
for their products. In fact, however, whatever its tariff arrangements, a 
Britain is unlikely to be able to provide the expanding market for foodstuffs | 
that the Commonwealth is seeking. ‘The demand for food is notoriously 
inelastic, particularly in a country such as Britain that already enjoys a 
comparatively high living standard and whose population is unlikely to | 
grow at a rapid rate. Probably, the UK market for Commonwealth food — : 


530 























stuffs could be expanded appreciably only if the whole system of protection 
for domestic agriculture were dismantled. How would Tory backbenchers 
react to the assertion that the needs of the Commonwealth and the needs 
of the British farmer are the true irreconcilables ? 

The limited scope for expanding sales of foodstuffs to Britain is apparent 
from the change in the structure of Britain’s imports in recent years. In 
the seven years 1954-60 the volume of total UK imports of food, beverages 
and tobacco increased by 21 per cent, imports of basic materials by 9 per 
cent, imports of oil by 57 per cent and imports of manufactured goods 
by no less than 201 per cent. The changing commodity structure of 
Britain’s trade (which, of course, is but one facet of a similar change in 
the structure of world trade in general) has been largely responsible for 
the change in its geographical structure, portrayed in the chart opposite. 
The fact that Britain cannot itself provide the expanding outlet for primary 
products that the Commonwealth is seeking is widely recognized: as the 
table overleaf shows, the overseas countries of the Commonwealth have, 
particularly in recent years, been expanding their sales to other markets. 
Thus whereas in the years 1936-38 Britain took just on 40 per cent of 
the exports of the overseas Commonwealth, by 1959 its off-take had 
dropped to less than 25 per cent. ‘The most promising markets, as Aus- 
tralia has recently discovered, lie in southern Asia and the Far East. 
But with North America glutted with unsold food and with farm protection 
apparently a universal policy, the scope for expanding international trade 
in agricultural products must be limited. 

For this reason, if for no other, it seems likely that Commonwealth 
countries in coming years will turn increasingly to encouraging domestic 
industry by tariffs. The present extensiveness of such tariffs within the 
Commonwealth is frequently overlooked: certainly the Commonwealth 
these days bears little resemblance to a free trade area. Nor does there 
seem to be any inclination to reduce tariffs on British manufactures in the 
hope of stimulating intra-Commonwealth trade; on the contrary (as the 
recent Canadian proposal of a tariff of 10 per cent on British cars indi- 
cates) the trend is still the other way. Significantly, none of the com- 
muniques issued after last month’s Ministerial discussions expressed any 
readiness to reduce the protection afforded to domestic industries in order 
to compensate Britain’s exporters for the opportunities they would miss if 
Britain stayed out of Europe. Clearly, quite apart from political and 
geographic considerations, the desire to encourage domestic industrialization 
is the main reason why no Commonwealth country has seriously considered 
the possibility of associating itself with the Common Market. 

But just as Britain can no longer provide the expanding market that 
the Commonwealth seeks, so the Commonwealth can no longer provide 
the market that Britain requires. That the massive upsurge in manu- 
factured imports in recent years has not imposed even greater strain on 
Britain’s balance of payments is due entirely to the fact that Britain has 
been able to expand its exports to the buoyant markets in the United States 
and continental Europe. Thus over the years 1954-60 Britain increased 
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its exports to the United States by 115 per cent in value and its exports 
to the Common Market countries by 48 per cent, while its exports to the 
Commonwealth increased by only 14 per cent. The crux of the problem, 
for Britain no less than for the rest of the Commonwealth, is that in the 
changing structure of world trade the Commonwealth cannot provide an 
area for dynamic trading such as it provided in the nineteenth century. 
This fact, regrettable though it is, must be recognized. To blur it by 
wishful thinking or sentiment, however sincere and well-intentioned, would 
be to do a grave disservice to the whole Commonwealth cause. The 
danger at the moment is that the free world will be split into three or four 
protectionist blocs. The losses, political as well as economic, that would 
ensue would be grievous. It is vital to the future of the Commonwealth 
to prevent this from happening. 

Basically, the apparent conflict between the interests of Britain and those 
of the rest of the Commonwealth arises because the Commonwealth cannot 
offer Britain the expanding high-income -market it requires for its exports 
of manufactures while Europe, which can offer such a market, is not willing 
also to offer the Commonwealth a market for its agricultural products. 


EXPORTS FROM OVERSEAS COMMONWEALTH* 
(£ millions) 


% Change 

1936-38 1950 1955 1959 1950-59 1955-59 

To: United Kingdom .. os - 288 1,012 1,440 1,419 +-40.2 —- 1.5 
Other Commonwealth countries 84 712 806 858 +20.5 + 6.5 
Total Commonwealth . . .. 372 1,724 2,246 2,277 4+432.1 + 1.4 
United States ae = .. ma. 1,096 1,297 1,626 +48.4 425.4 
Continental OEEC countries ..__ion.a. 543 753 839 +48.1 +11.4 
Other non-Commonwealth se 616 714 985 +59.9 + 38 .0 
Total non-Commonwealth .. 365 2,255 2,764 3,450 +53.0 +24.8 
Total exports .. 7 ‘ .. @37 3,979 5,010 5,728 +41.4 414.3 


* All Commonwealth countries other than the United Kingdom. 


The root of the trouble is the protectionist slant that has been given to 
the proposed external tariff of the European Economic Community. No 
believer in the virtues of free trade can feel happy about the Common 
Market as it is emerging at the moment. Economically, no doubt, it 
would be better if the Common Market did not exist. But its existence 
is a political and economic fact of the first order. It is foolish to pretend 
that Britain can stay outside the Market without serious loss. The potential 
loss is not to be measured merely by the export opportunities forgone to 
competitors within the tariff wall. Even more important, probably, will 
be the rejection of the vitalizing wind of competition that membership of 
the Common Market would send blowing through Britain’s economy. 
Without that wind, British industry is likely to see its share of export markets, 
within the Commonwealth as well as outside it, diminished further by the 
efforts of its more dynamic competitors on the Continent. Moreover, if 
Britain were segregated from Europe, the flow of American capital—and, 
even more significantly, the know-how that frequently accompanies it— 
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would be diverted increasingly into the mass continental market. This 
would cramp still further Britain’s ability to provide the under-developed 
countries of the Commonwealth with the capital resources they need. 
Many of those countries are already looking to continental Europe for 
aid; Britain’s membership of the EEC should greatly assist their efforts. 
In the shorter run, membership would also provide a powerful new prop 
for sterling: last month, in the same breath as urging Britain to join the 
EEC, M. Monnet’s influential Action Committee for a United States 
of Europe put forward a scheme for pooling currency reserves within 
the Community on the broad lines of the Triffin Plan. Certainly such a 
scheme would help to safeguard sterling (which is surely in the interests 
of the Commonwealth), though it is only fair to point out that sterling’s 
troubles at the moment do not stem from lack of any technical facilities 
of this kind. The real benefit to sterling that membership would bestow 
would be the impetus given to efficiency and competitiveness in British 
industry. ‘This impetus simply could not be given by the Common- 
wealth. For Britain to elect to stay out of the Common Market would 
be a decision no less momentous than a decision to join it. 

The most helpful course, for the free world as for the Commonwealth, 
would surely be for Britain to attempt to exert a liberalizing influence on 
the European Economic Community during its formative period. Britain 
should strive to make the EEC tariff as low as possible, particularly on 
imports of foodstuffs and low-cost manufactures. In this context it must 
be remembered that Norway and Denmark (and possibly Sweden and Eire 
as well) would almost certainly accompany Britain into the Community: 
since these countries, like Britain, have low tariffs—or no tariffs at all— 
on agricultural imports their membership should exert a downward pressure 
on the common external tariff (which is based on the average of member 
countries’ tariffs at January 1, 1957). ‘True, the. belief that Britain’s 
_ application for membership was motivated by such commercial considera- 
tions would arouse strong opposition within the Community, particularly 
perhaps in France. If the tragic mistakes of 1956-58 are not to be 
repeated, Britain should make it plain from the outset that it is in sym- 
pathy with the broad political aspirations that lie behind the whole con- 
ception of the EEC. 

The prospect of continental protectionism threatens not only the Com- 
monwealth farmer but primary producers and manufacturers in all under- 
developed countries. (In a sense, as the recent differences between Ger- 
many and France on trade in agricultural products have shown, it threatens 
also the cohesion of the Community itself.) The liberalizing hand that 
Britain might exert in the crucial years ahead should be powerfully streng- 
thened by the support of the United States, whose long-term interests, no 
less than those of the Commonwealth, lie in the direction of freer trade 
with Europe. The Commonwealth Premiers, who have made their oppo- 
sition to Britain’s membership of the Community so plain in the past 
month, might well pause to ask themselves whether Britain could play 
that liberalizing réle as effectively outside as in. 
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DECIMALIZATION 


FOR BRITAIN? 


The perennial debate on whether Britain 
should decimalize its currency has been 
carried to a new pitch of intensity in the 
past year. The Government has invited 
the public to give its views on the 
matter and has promised a statement of 
its own view before the year is out. In this 


course of the debate and then examines 
critically the main arguments that have 
been advanced in favour of decimaliza- 
tion, showing many of them to be un- 
convincing on close inspection. In a 
later issue an advocate of decimaliz- 
ation will put the case for adapting 


article Mr Fohn Hunsworth reviews the _ Britain’s currency.—EDITOR. 


Case Not Proven 
By JOHN HUNSWORTH 


HE possibility of introducing a decimal coinage into the United 

Kingdom has long been canvassed. Public interest in the matter 

has shown itself, by fits and starts, and with varying degrees of 

intensity, for almost three hundred years. At times the pressure 
in favour of it has seemed strong. Then, for one reason or another, the 
tide of opinion has receded. One notable example occurred just over a 
century ago when the Royal Commission appointed in 1856 specifically to 
consider the issue reported against it. ‘That Commission was of the 
opinion that for paper calculations decimalization had a balance of advan- 
tage, but it felt satisfied that the existing pounds, shillings and pence system 
was better suited to shops and market places and for mental calculations 
generally. ‘The reasons are interesting, and in the light of the renewed 
pressure for a decimal coinage they pose the question whether they are 
now invalidated. 

The historical backcloth to the debate is both fascinating and instructive. 
Talk about decimalization in Britain began well before a decimal coinage 
was introduced into the United States soon after the War of Independence, 
into France during the Napoleonic Wars, and into other important nations 
in the following century. Discussion took a more serious tone when it 
was brought before the House of Commons in 1824. Fourteen years later 
a Royal Commission was appointed to consider the restoration of the 
standards of weights and measures following their destruction in the fire 
that burnt down the Houses of Parliament. Its report appeared in 1841 
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and in the course of it attention was invited to the advantage and facility 
of establishing a decimal system of coinage on the basis of dividing the 
{ sterling into 1,000 parts. This recommendation was repeated by a 
further Royal Commission appointed in 1843. 


The matter again appeared before the House of Commons in 1847 and as 
a result the florin, a silver piece of the value of 1/10th of a pound, was 
struck. In 1853 a Select Committee reported in favour of the pound and 
mil scheme, which had been favoured in the House of Commons dis- 
cussions of 1824 and 1847, and by both the Royal Commissions. This 
report succeeded in stimulating public interest and a number of alternative 
schemes were suggested; the Royal Mint went so far as to design and 
strike patterns for a number of coins suggested in the different systems. 


In June, 1854, the Decimal Association was founded with the object of 
promoting the adoption of a decimal system in money, weights and 
measures. In answer to a deputation from the Association, Mr Glad- 
stone, then Chancellor of the Exchequer, said: 


I cannot doubt that a decimal system of coinage would be of immense advantage 
in monetary transactions. ‘The weight of authority on that head is irresistible; 
but I do not think, when we come to the adoption of a system, that we have 
obtained sufficient evidence as to the sense and feeling of the country with 
respect to it.... It is, as you are aware, the enormous masses of the com- 
munity who have immense business to transact that must guide the Govern- 
ment in the matter. ‘They are attached to the present arrangement of the 
currency, as it admits of the different systems of divisors, and is the basis of 
all their notions of value. It has also many facilities of division which you 
may lose if you abandon it. It is impossible for you not to be struck with this 
—an advantage which takes its origin from the number of factors which a 
combination of the decimal with the duodecimals gives rise to. With the 
Government it is impossible not to be so struck. Again it is so wound up 
in the habits of the people that it would not be advisable to have recourse to 
any change in it, unless we had clear evidence that it was one the people them- 
selves required and understood. ‘This, too, is a question in which the mere 
judgment of a Minister is of no importance, and which the general feeling of 
the public can alone decide. ... We must not lightly bring about a change 
which will take a long time to work its way into the habits of the people... . 


The next step was the appointment of the 1856 Royal Commission, 
whose main conclusion has already been noted. ‘This Commission made 
the most elaborate and comprehensive study to that date and dismissed the 
idea that any safe conclusions could be drawn for this country from the 
introduction of decimal coinages in foreign countries as circumstances 
differed “‘in many important respects”. The final conclusion was that 
“it does not appear desirable under existing circumstances, while our 
weights and measures remain as at present and so long as the principle 
on which their simplification ought to be founded is undetermined, to 
disturb the established habits of the people with regard to the coins now 
in use by a partial attempt to introduce any new system into the coinage 
at once ”’. 

In 1867 an international conference was held to consider the possibility 
of establishing liaison arrangements between the coinage of the Latin Union 
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and that of the United Kingdom, and in the following year a Royal Com- 
mission was appointed to review the report and proceedings of the con- 
ference. ‘The Commission did not favour changes in the United Kingdom’s 
coinage in order to secure whole or partial conformity with another system. 

After a long interval decimalization was again raised at the Colonial 
Conferences of 1907 and 1911 on motions from the representatives of 
Australia and New Zealand. The resolutions were dropped in the face of 
opposition from the United Kingdom. 

The most recent Royal Commission was appointed in 1918. The 
majority reported against any change in the denomination of the currency 
and money of account, but there were two minority reports respectively 
advocating the £ : mil system and a system in which the halfpenny was 
to be one cent. The reasons given in the majority report were: 

(1) In any scheme for reducing the existing system to a decimal basis the pound 

should be retained. 

(2) The pound and mil scheme is the only strongly supported scheme which 
complies with this condition. 

(3) The advantage to be gained by a change to the pound and mil scheme as 
regards keeping accounts is in no way commensurate with the loss of the 
convenience of the existing system for other purposes. 

(4) Grave difficulties will be created by any alteration of the penny. 

(5) The scheme cannot be tried as an experiment or on a voluntary basis. 
There the matter rested for the next thirty years. In 1951 a Board of 
Trade Committee on Weights and Measures unanimously recommended 
the adoption of the metric system, provided this was done in step with 
simultaneous changes in North America and the Commonwealth and 
provided also that it was accompanied or preceded by a change to decimal 
currency; the coinage was, however, outside its terms of reference and 
specifically for that reason the Committee made no recommendation about 
it. The impact of this report was not great, but in the last three or four 
years there has been renewed discussion on the matter which earlier this 
year reached a crescendo. 


The Present Agitation 


The immediate cause of the new agitation has been the rush towards 
decimalization in Commonwealth countries. ‘The British West Indies, 
Burma, Aden, Cyprus, India and South Africa have changed since the 
war, while committees in Australia and New Zealand have recommended 
early conversion. In this country the British Association for the Advance- 
ment of Science and the Association of British Chambers of Commerce 
jointly engaged in an examination of the desirability of converting to 
decimal coinage and the metric system and their report, entitled Should 
Britain Change ?, gave a somewhat qualified approval to the adoption ofa 
decimal currency. ‘The Council of the Institute of Chartered Accountants in 
England and Wales has this year submitted a memorandum to the Chancellor 
of the Exchequer making an unequivocal call for decimalization and a 
broadsheet by Political and Economic Planning has lent further weight to 
the revisionists. On the other hand, the London and South Eastern 
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Regional Board for Industry has decided not to give support to any change 
until more realistic estimates of the cost and advantage are provided. 

Faced with growing agitation outside Parliament, and an all-Party motion 
in the House of Commons calling for an early introduction of a decimal 
system of coinage, the Government has said that it hopes to make its views 
known later this year and has invited public discussion of the issues involved, 
with the express wish of obtaining the views of the man in the street and 
the small tradesman. 

In leaving the matter like this the Government is falling into the same 
error as many of the present enthusiasts, namely, that of treating deci- 
malization as a principle, without indicating the form of decimalization 
projected. The 1856 Commission was explicit on this: 

It is very difficult to come to any useful conclusion as to the merits of the 

decimal principle in the abstract. Distinct and peculiar difficulties attend 

each separate form in which it has been proposed to introduce the decimal 

principle into the coinage of this country. 
It would be well, therefore, before going further, to state here the main 
systems possible. ‘The criteria by which they should be judged are sim- 
plicity, the suitability of the size of the unit having regard to the country’s 
economy and standard of living, the extent to which existing coins can be 
maintained, the ease of making mental conversions by which new values 
can be associated with old, and the effect on the cost of living. 


The most commonly advocated systems are: 


(1) £1 = 10 florins = 1,000 mils. 5 mils would be equal in value to 
1.2d as at present. 

(2) £1 = 10 florins = 100 cents. A cent would have the value of 2.4d. 

(3) 10s = 100 cents. A cent would be the equivalent of 1.2d. 

(4) New Unit = 100 pence. 2.4 New Units would equal the present {1. 


The first three systems sacrifice the penny and each would probably lead 
to a levelling up of prices where pennies are at present involved. The mil 
implies three decimal places, which is disadvantageous for present ma- 
chinery, the £ : cent system has a small unit too large to eliminate the 
need for fractions—which would reduce the benefit of a decimal system— 
the 10s : cent system dispenses with the pound, while the fourth system 
would mean a new silver coinage and difficulties of mental conversion for 
larger units. It is probably fair to say that the system which would be 
likely to create the least dislocation and the maximum convenience is the 
10s : cent system; it is simplest for mental conversions—20 cents is 2s, 
30 cents 3s, and so on—while the major unit bears a simple 1 : 2 relation- 
ship with the pound. But as the British Association/Chambers of Com- 
merce enquiry demonstrated, there is a very strong desire throughout 
industry, commerce, overseas trade commissioners and financial circles to 
retain the pound. Some of the reasons are intangible—such as prestige 
and goodwill—but the report suggests that there is little doubt that the 
abandonment of the pound as the main unit would not benefit the status 
of UK currency and it might lower its standing in overseas markets. 
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Added to that there is a tendency, despite South Africa’s adoption of the 
10s unit, for overseas currencies to be made heavier, and the sacrifice of 
a comparatively heavy international unit like the pound for one of half its 
value is not to be accepted lightly. 


Pros and Cons 


As has been shown, the current agitation for fresh consideration of the 
decimal question has once more emerged from the stage of advocacy by 
cranks and enthusiasts, which can be tolerated with detached amusement, 
and has received backing strong enough to occasion reflective thought in 
official circles. ‘The matter has to be taken seriously, and the revisionists 
are accordingly finding that they no longer have the field to themselves. 
Opposition is taking voice, but the atmosphere is unfortunately becoming 
charged with emotion and there is much loose thinking on the matter. 
It would be well to examine in detail the arguments now being advanced 
in favour of a change. If the counter-arguments appear particularly 
destructive, this is in fact because some of the arguments themselves are 
frail, not having yet been developed with sufficient thought behind them. 
And such thought must be encouraged if the debate is to reach a higher level. 

First, there is the argument that as everyone else either already has, or 
is moving towards, a decimal currency, it is zmevitable that Britain should 
adopt one also. Since by 1965 Britain may be the only significant member 
of the Commonwealth with a non-decimal currency, the matter is pressing. 
But just why is it inevitable ? It may be thought inexpedient, unnecessary, 
or perhaps undesirable—all are matters of opinion; but not inevitable. 
The assertion is, in fact, made without thought that what is suitable for 
some is not necessarily so for all. This kind of abstract contention dis- 
credits the contender; it is astonishing to find that the Council of the Insti- 
tute of Chartered Accountants and PEP have both fallen for it. 

Secondly, there is the educational argument—that the teaching of mathe- 
matics would be much easier if addition and multiplication were geared 
only to tens, insteads of to tens and twelves. And, of course, any change, 
to have maximum impact, would need to involve weights and measures, 
as well as pounds, shillings and pence. But leaving aside, for present 
purposes, the metric system, Should Britain Change ? sets out an estimate 
of the saving from decimal coinage alone amounting to 5-10 per cent of 
mathematics teaching time from ages 6-11, or up to 2 per cent of total 
teaching time, and about 1 per cent of total teaching time for ages 11-14. 
This argument, left at this stage, as it generally is, does not go far enough. 
It is necessary to enquire whether anything will be lost in mental develop- 
ment by less instruction in fractions and more concentration on decimals, 
and to what alternative use the time saved will be put. Significantly, 
perhaps, many educationalists claim that British school children, age for 
age, are better at mental arithmetic than children bred in lands of decimal 
currency and metric system, and it is evident in shops and restaurants on 
the Continent how simple addition sums have to be executed on paper in 
contrast to the complicated calculations that are performed mentally at home. 
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A third argument cited in favour of decimalization is that it is easier and 
simpler than our present system. ‘The advantages for book-keeping pur- 
poses were conceded by the 1856 and 1918 Commissions and may be con- 
ceded now, even though an up-to-date reasoning would be welcome. But 
advantages were not conceded for other purposes. ‘Twelve has double 
the number of divisors that ten has. Professor A. C. Aitken, in an erudite 
article in The Guardian on May 16 last, presented a strong case for the 
arithmetical efficiency of the duodecimal system, which the British currency 
approaches more closely than do others. Even if one does not agree wholly 
with his prognosis—that “historians of the future will look back to deci- 
malism as an episode, as a system adopted primitively for anatomical rather 
than rational reasons, retained for centuries and millenia by the inertia of 
unreflecting conservatism ’”’—there is enough in it to remind one that 
change is not necessarily progress. 

The fourth argument is that foreigners would find life easier if Britain 
had a decimal coinage. Should Britain Change? put the position fairly: 
‘From the point of view of our international trade or even from the point 
of view of tourism, we find that the benefits to be derived from decimal 
coinage are slight”. International currency exchange is in fact con- 
ducted very largely by the initiated (who have to cope also with various 
standards of weights and measures) and tourists are not deterred from 
visiting the country by its coinage system. 

The book-keeping argument thus remains the dominant and effective 
one. A special aspect of it is that many calculating machines to-day are 
designed basically for use with decimal currencies and they have to undergo 
costly adaptation for use with { sd. Subject to one reservation, a change 
to a decimal currency would therefore afford the opportunity for greater 
uniformity in production between British and foreign manufacturers, leading 
to lower costs through standardization and speedier deliveries of the most 
up-to-date machines. ‘The one reservation arises because these machines 
generally operate to only two decimal places, and the currency chosen, 
among those discussed, would have to be one other than the £ : mil system 
(with its three decimal places) if benefit is to be obtained. 


Upheaval of Transition 


Against the arguments used by the proponents of change can be set 
some very real problems. Many of these relate to the difficulties of tran- 
sition. One that leaps instantly to mind is the conversion and replacement 
of machines and equipment that handle coin or record monetary sums. 
This would involve an operation well beyond the magnitude of that which 
has confronted any country that so far has converted to a decimal currency. 
The sheer volume of equipment affected in a comparatively well mechanized 
country such as the United Kingdom would make a considerable demand 
on real resources. ‘There would be a bonanza for machine producers and 
mechanics, but a lengthy period while the changeover was being effected 
and prolonged headaches for the users during this period. 

Machines and equipment that would have to be adapted or replaced fall 
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into four main groups: first, cash registers, of which there are nearly half 
a million in this country; secondly, office and business machines, including 
adding, calculating and accounting machines, punched card installations, 
cheque writers and franking machines; thirdly, and depending on the sizes 
and value of the new coins, coin-operated machines, such as ticket-issuing 
machines, stamp machines, automatic vending machines, amusement 
machines, gas and electricity meters, telephone boxes, and change-giving 
machines; and fourthly, price-computing equipment, like weighing scales, 
taxi meters and petrol pumps. 

Other changes that will need to be made include the printing of new 
price lists, catalogues, price tags, travel tickets, stationery and textbooks, 
the revision of financial records, share certificates, national savings certi- 
ficates and bonds, and the melting and re-minting of part of the coinage. 

The physical aspects of a change are thus formidable, but not insur- 
mountable. They are enough to make necessary a period of preparation 
lasting some years. It is axiomatic that a decimal coinage cannot be intro- 
duced on an experimental basis. A change, if it comes, will be by Govern- 
ment edict; and voluntary anticipation will be limited to the procurement, 
so far as is possible, of the physical implementa, and to the education of 
the public. It is impossible to envisage, any more than has happened this 
year in South Africa, a complete change overnight once the new coinage is 
formally introduced. For a period the public will have two sets of coins 
in circulation, and this will continue until the bulk of the physical con- 
version is completed and the community adapts itself to the new system. 
The longer it continues, the greater is the cost likely to be. 

The banks will be in a special position in so far as they will be expected 
to adapt themselves overnight. Ledgers will have to be ruled off and 
balances converted into the new currency. Cheques and credits in the 
clearing will need their values altering. New coins will have to be in the 
tills ready for issue. Staffs will need to be trained in advance for counter 
work with the new coinage, and augmented for the ledger conversions. 
Revised stationery must be ready. And machines must be installed in 
preparation for an immediate switch-over between close and opening of 
business (a few days’ bank holiday is assumed). 

The cost of transition cannot easily be estimated. Should Britain Change ? 
suggests it would be upwards of £100 millions. But this is conceived mainly 
on the basis of what is calculable; in real terms, when allowing for public 
confusion, delays, extra work, alteration of old records, and a general slow- 
down in business tempo for a time while people are getting used to the 
change, the cost may range upwards to many times this amount. Many 
individuals and organizations will expect compensation for their expenses, 
and this will spread the cost more evenly over the whole community. The 
lowest estimate suggests the equivalent of 6d on the standard rate of income 
tax for one year. It has been suggested that a long period of notice would 
enable conversion operations to be planned well in advance, thereby reducing 
their cost. Undoubtedly the transition would thus be smoothed, and 
some saving should materialize; but this saving would be somewhat reduced 
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if the lives of machines due for scrapping were prolonged, or if new machines 
were installed and left idle for a while until the change-over time arrived. 

Should Britain Change? further suggests that the transitional costs would 
not be unduly latge in relation to the resources of the country and the 
long-term benefits that would accrue. The first point is not readily evident 
when interpreted in real terms. ‘The demand on physical resources would 
clearly be formidable: in the present over-strained condition of Britain’s 
economy it could impose an unwelcome, and perhaps intolerable, addi- 
tional burden. The comparison with the long-term benefits is easier to 
appreciate; the latter cannot be assessed, but assuming there is some 
advantage, over a long enough period this will accumulate and surpass the 
transitional costs. But how far forward is the public prepared to discount 
the future ? 

One other point relating to cost must be mentioned. -It is forcibly 
argued that, because of increasing mechanization, the costs of changing over 
will increase for every year that a decision is postponed. This argument, 
while not to be dismissed, can be over-played; conventional mechanization 
is yielding to electronic computers, and as these installations work on the 
binary code, they are unaffected by the currency of account. 


Would the Public Approve ? 


There remains one outstanding consideration. Would the general 
public readily accept a change ? A committee set up by the Irish Govern- 
ment in 1953 to consider the metric system and decimal coinage reported 
in 1959, and included the following comment, which may be thought 
applicable to the United Kingdom as well as to Eire: 


So far as the public is concerned, the existing system of coinage not only works 
but works well. For every-day shopping, the shilling, based on the twelve 
units of the penny, is by reason of its great divisibility, a very convenient coin 
for small transactions. ‘The two-stage system, from pennies to shillings and 
from shillings to pounds, whatever its defects, is a help to eliminating errors 
by keeping the number of units required within narrow limits and thereby 
assisting mental arithmetic in them. We are satisfied that, if a case is to be 
made out for effecting an alteration, it must be on some consideration other 
than the convenience of the public. 


The 1918 Commission in this country expressed the view: 

... we are satisfied that it is idle to expect that the public would readily accept 
the disturbance created by the interference with their habits and the basis of 
their established notions of value, by a change for which they have expressed 
no desire and which will not benefit them except in so far as they keep accounts. 
They would regard the convenience which the change would afford to bankers, 
exporters and manufacturers and to industries as purchased at the cost not 
only of great inconvenience to themselves, but of a rise in prices. We are 
satisfied that its introduction would provoke widespread opposition. 


Already in the current discussion one newspaper correspondent has sug- 
gested that a change to decimal currency is for the advantage of bankers 
(shades of “‘a bankers’ ramp’”’). This is a little unfair in view of the 
banks’ very qualified approval of a change; in response to the British Asso- 
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ciation/Chambers of Commerce enquiry the clearing banks asserted “ the 
decimal system is not an absolute necessity and the transitional difficulties 
and costs would be considerable ’’, while the Irish banks suggested that 
no substantial benefit is likely to accrue to the community at large, nor is 
there any real disadvantage to the community in continuing the present 
non-decimal system. This kind of qualified blessing—a willingness to 
accept progress, provided it is progress—is more evident than the out- 
and-out reformists concede. Should Britain Change? reports, “it must 
be clearly stated that no respondent has expressed any great dissatisfaction 
with our present system of coinage, which many consider to be a con- 
venient one ’’, and qualifies its final recommendation, that the Government 
should decide in principle for or against decimal coinage, by expressly 
suggesting a prior sounding of public opinion. 

Public opinion on this matter may well be determined by the women- 
folk. It is they who undertake the bulk of small spending, and any change 
in the currency is primarily an assault on their habits. It is they who will 
react most vociferously—individually if not collectively—to the incon- 
veniences of new coins, of two systems running temporarily together, and 
particularly of the rise in prices that must result from a levelling up of 
fractions of a penny if the penny is replaced. South African experience 
has shown the resentment that arises over the latter, especially when oppor- 
tunity is taken of introducing increases in prices over and above the 
rounding off of fractions. As one commentator has stated, the public 
has once again shown that people are more important than machines. 

Where then do all these factors lead? Stripped of all their embellish- 
ments the pros and cons have changed little: they are basically still the 
advantages for book-keeping purposes versus the inconveniences for daily 
handling, shopping and mental calculations. We are, indeed, at a stage 
which differs in principle only a little from 1854, and what Mr Gladstone 
said then could be repeated, with equal wisdom and force, by his successor 
to-day. And another Royal Commission could just as well reach the same 
conclusions as that of 1856—or indeed of 1918. Any decision must rest 
on whether the weight to be given to the basic factors has changed as 
between the factors. Until such time as a full-scale public enquiry proves 
this, no change should be contemplated. If the conclusions of the 1856 
and 1918 Royal Commissions are deemed to be of doubtful validity to-day, 
then yet another Royal Commission is indicated to say so. It would not 
be enough for the Government to ordain a change after relying, as it 
appears to be now doing, on the man in the street voluntarily putting 
forward his views; these must be actively canvassed so that a representative 
opinion may be obtained. The choice before the Government is really 
either to decide now that no change should be made, or to say it is not 
persuaded either way and remit the matter for independent enquiry. This 
brief examination would suggest there is much logic in the first course. 
For notwithstanding the rhetoric of the revisionists, and their cursory dis- 
missal of their opponents as traditionalists, the plain fact is that the case 
for a decimal currency, whatever the unit, still lacks substance. 
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Non-Bank Credit and 
Monetary Policy 


By R. F. HENDERSON and J. O. N. PERKINS 


ECENT writings on monetary policy, particularly since the 
publication of the Radcliffe Report, have laid great emphasis 
on the stimulus that certain monetary measures may give to the 
growth of non-bank financial institutions, and to the willingness 

of lenders to part with liquidity in return for claims that are in some respects 
fairly close substitutes for money. So far as this occurs, the effect of 
restrictive monetary measures taken through control of the banks must be 
weakened. However, the extent to which this blunts the traditional 
monetary weapons is still in our judgment very much an open question; 
certainly it seems to us that this effect has been greatly over-stated by 
Mr Posner.* 

The essence of what are usually thought of as “ traditional ”’ or “ ortho- 
dox’’ measures is that they operate through the market mechanism. 
Consequently they affect the price as well as the supply of credit. For 
example, open-market sales of securities will normally be possible only if 
yields are raised sufficiently to attract additional purchases: and the raising 
of a central bank’s lending rate, and the money market rates related to it, 
will tend to discourage the use of bank credit if overdraft rates are raised 
and will reduce the money supply by encouraging some bank depositors 
to hold short-term government obligations. 

Whatever the institutional setting of the particular country or period 
under discussion, the essence of what most people would regard as 
‘“ orthodox”? monetary measures is, then, that they operate in ways that 
will tend to raise interest rates in that part of the interest-rate structure 
under the influence or control of the monetary authorities, and that the 
effect on the level of bank credit is closely linked with this rise in interest 
rates. It is true, of course, that this will also tend to raise interest rates 
in the market for non-bank credit, but there is no reason to presume that 
rates in that market will rise relatively to those in the bank sector. 

In certain circumstances, however, there may be such a relative rise in 
interest rates in the non-bank sector, and this may increase the willingness 


_— 





* See “ Competition in Lending and Monetary Policy ”, The Banker, March, 1961. 
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of lenders to forgo liquidity and to hold the obligations of non-bank 
financial (and other) institutions. But this could occur only so far as the 
contraction of bank credit was accompanied by an increase in the number of 
unsatisfied borrowers (or, more exactly, in the weight of unsatisfied borrow- 
ing) at prevailing overdraft rates, so that the relative pressure of demand 
for credit was increased in the non-bank sector. That is to say, it could 
occur only if any contraction of the volume of credit made available by 
banks is effected to some extent by rationing, and does not occur solely 
as a result of the discouraging effect of the rise in overdraft rates on potential 
borrowers. If there is some increase in the relative pressure of demand 
for non-bank (as compared with bank) credit, non-bank institutions will 
be able and willing to offer more attractive rates (relative to those offered 
by banks) to attract funds in order to meet the extra demand for non- 
bank credit. 


Interest Rate Action Essential 


The danger that this will happen is greatly enhanced if some form of 
direct control over bank lending is employed without adequate reinforce- 
ment from a rise in those interest rates under official influence or control. 
This has been clearly shown in Australia, where the direct control over 
bank liquidity (formerly Special Accounts, now Statutory Reserve Deposits) 
has been operated in each of the booms of the past decade without the 
authorities permitting bank interest rates or government bond rates to rise 
—not, at least, until the boom was almost over—sufficiently to reinforce 
the measures of direct credit control. The result of keeping rates on 
bank interest-bearing deposits and on overdrafts from rising at a time 
when non-bank interest rates were being pushed up by boom conditions 
and a tightening of bank credit, was naturally to increase the ability of 
non-bank financial institutions to attract funds away from government 
securities and from interest-bearing deposits with banks; and the extent 
to which bank overdrafts were curtailed by credit rationing rather than 
price was enhanced by the failure of overdraft rates to rise. 

It must, therefore, certainly be agreed that if the monetary measures 
applied to check a boom are primarily operating through the direct control 
of bank credit, rather than through a mechanism that makes due use of 
interest rates, there will be a considerable danger that the force of the 
measures will be weakened, since the enhanced demand for non-bank 
credit and the enhanced competitive power of non-bank financial insti- 
tutions will encourage the activation of idle deposits. If, however, the 
monetary measures employed are “‘ market’ measures, this danger will 
normally be negligible. And even where the measures employed are such 
as to involve this possible limitation, the net effect will depend also on 
other factors—relating to the effect on borrowers—that will be considered 
below. 

There is no reason to dispute that if a tightening of monetary control 
coincides with a period of growth of the business of non-bank financial 
institutions such as hire-purchase finance companies, and with people’s 
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willingness to lend to them, a tightening of bank credit may have less effect 
than would otherwise have occurred. Certainly this process was at work 
(for example) in both Britain and Australia during much of the 1950s. 
But the natural growth of financial institutions and the increasing sophisti- 
cation of the investing public were probably unusually great during that 
decade. Moreover, the progressive acceptance over the period of the 
idea that severe recessions and widespread financial failures had become 
unlikely contributed to a very sharp once-for-all rise in the willingness of 
lenders to hold a wide range of new types of short-term obligations. 

But the experience of a period when such large fundamental changes 
were occurring is surely not an appropriate basis on which to judge the 
probable future efficacy of monetary policy to deal with short-term fluctua- 
tions in demand. It is true that a period of credit stringency may well be 
one in which the willingness to hold the obligations of, say, hire-purchase 
finance companies receives a special stimulus if the predisposition for such 
a change of habits already exists. And there is no reason to question the 
basic point that if there is a rise in interest rates offered to lenders that 
particular influence will operate in the direction of encouraging them to 
economise in their holdings of cash and to hold rather more of their assets 
in the form of interest-bearing claims. 


Continuing Limitation ? 

The area of dispute between Mr Posner and ourselves relates to the 
question of how far such a process is likely to be a continuing limitation 
upon the efficacy of a tight bank credit policy in future. Mr Posner’s most 
important contribution to the argument seems to be to point out that the 
outcome depends on whether a given rise in interest rates (resulting from 
a tightening of bank credit) will have a bigger effect upon the willingness 
of firms to invest than upon that of potential lenders to forgo liquidity in 
order to hold the new (and more remunerative) assets offered* by the 
prospective borrowers who are suffering from the reduction in bank credit. 
Mr Posner’s key point is that the effect on borrowers is likely to be less 
than that on potential lenders. But it does not seem to us that he provides 
adequate support for this view. On balance we feel that the probability 
is the other way—that is, in a direction that would make monetary control 
operated through the banking system of greater efficacy than his arguments 
suggest. 

Admittedly, there may be special circumstances in which his general 
argument may seem to be valid. For instance, if there is a small increase 
in interest rates when an expansion of activity is in progress and business 
confidence is rising, this may indeed have only a slight effect upon the 
willingness of firms to borrow and to spend: and it might certainly have 
some appreciable effect on the willingness of potential lenders to part with 





* Such assets are offered directly (e.g. when a prospective borrower disappointed at his 
bank sells gilt-edged or other securities or makes an issue of new securities) or indirectly 
(e.g. when the borrower obtains funds from a hire-purchase company or other financial 
intermediary). 
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liquidity—especially as in such circumstances it may seem justifiable to 
reduce cash holdings (relative to the level of transactions), since credit is 
still easily obtainable (albeit at a slightly higher price). 

But if the credit stringency (and the concomitant rise in interest rates) 
is taken to the point at which expectations are adversely affected, and 
confidence about the ability of debtors to fulfil their obligations is even 
slightly impaired, there will be a tendency for borrowing firms to want to 
become more liquid. In such a situation this seems certain to be much 
more important than the effect on the willingness of lenders to part with 
liquidity in response to a rise in interest rates. 


Increasing Desire for Liquidity 


We have surely to consider together both the scarcity and the price of 
credit. Assuming that the credit stringency reduces the level of bank 
deposits effectively and that it is not offset by the foolish course of simul- 
taneously giving official support to the bond market, short-term and long- 
term interest rates will be affected as well as the quantity of non-bank 
credit. In such circumstances the possible rise in the supply of non-bank 
credit will normally be more than offset by the sharp rise in the demand 
for it; and this will raise its price. 

Businesses will seek to become more liquid because some of them have 
become less certain that they will be able to raise fresh capital on the 
market, or to obtain a mortgage loan from an insurance company, or trade 
credit from a supplier. Others have to make allowance for the greater 
likelihood that their customers will now delay payments when they are 
affected by the scarcity of credit, or for an enforced postponement of a 
planned sale of certain assets. Individuals are affected in that they can 
be less certain of raising ample bank credit for their possible needs; some 
may find it more difficult to get loans from building societies or other 
sources of finance. 

Moreover, the desire to become more liquid also affects lenders and 
potential lenders, by reducing the supply of loans that they are willing to 
provide at any given rate of interest. ‘This has been clearly demonstrated 
in Australia during the credit squeeze in the early months of 1961. Indi- 
viduals and industrial companies have withdrawn funds from hire-purchase 
finance companies in order to increase their own liquidity; individuals 
have reduced their savings bank deposits, thus restricting the supply of 
funds for the finance of housing, and have also borrowed more heavily than 
usual fromi insurance companies on policy loans, thus restricting the amount 
of funds that these companies have available for further lending and 
investment. 

These influences, which may be powerful, must be set against the effect 
of higher interest rates offered by hire-purchase finance houses and other 
non-bank financial intermediaries in attracting loanable funds out of hitherto 
idle balances. In addition, lenders are not concerned solely with interest 
rates; many of them are concerned with their own liquidity. They are 
also affected by changes in the degree of risk for which they feel it necessary 
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to allow; and a scarcity of credit and a fall in asset values due to a rise in 
interest rates substantially increase the risks of lending in many fields. 
When credit is scarce and dear, individuals and firms that have speculated 
or over-traded get into financial difficulties; some go bankrupt or into 
liquidation; and the knowledge that this will happen inevitably adds to 
lender’s risk. 

It therefore seems to us that Mr Posner’s argument that potential bor- 
rowers will be less affected than potential lenders is not valid. He argues 
(if we understand him aright) that, since borrowers have a lot more things 
to worry about than the cost of borrowing they will be less affected by a 
rise in interest rates than will lenders—whose sole concern (in this context) 
is about interest rates. He draws what seems to us a misleading analogy 
with the fact that clothing manufacturers are less concerned with variations 
in the price of cotton thread than are the makers of the thread. But surely 
the difference between the price of cotton thread in this analogy and the 
price of money (that is, interest rates) is fundamental; for a change in the 
price of money affects all costs equally. If cotton were our currency a 
change in its price would be no less of concern to the clothing manufacturer 
than to the thread maker. 


Cumulative Effect 


Moreover, there is surely a fundamental consideration that makes it 
certain that each successive tightening of credit (and raising of interest 
rates) will tend increasingly to affect borrowers more than lenders. This 
is that each successive rise of 1 per cent in the rates offered to potential 
lenders (or corresponding increase in the attractiveness of the asset offered 
them) will surely tempt less idle cash out of its lairs than did its pre- 
decessor; for it becomes increasingly difficult for potential lenders to effect 
further economies in their cash holdings. If this is granted, it would 
follow that each successive rise in interest rates would have less effect in 
causing people to forgo liquidity than in causing potential borrowers to 
reduce their investment plans—unless we were prepared to suggest that 
each successive rise of, say, 1 per cent in interest rates would actually have 
appreciably less effect than its predecessor in curbing expenditure. But in 
fact, of course, those who are sceptical about the efficacy of interest rates 
to curb spending (and, indeed, many other observers) have usually argued 
the opposite: that is, they have taken the view that small increases in interest 
rates may have an insignificant effect on investment decisions, and that a 
rise of, say, 2 per cent (as in Britain in 1957) is likely to have an appre- 
ciably greater effect—probably more than twice as much effect—as a rise 
of 1 per cent. 

If this is so, it reinforces our argument for the view that increases in 
interest rates have a greater effect on potential borrowers than on potential 
lenders. If a given change does not appear to be having the desired effect, 
we can be confident that a further rise in the general level of interest rates 
is more likely to check potential spenders than to tempt potential lenders 
to part with their less active balances. 
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‘Necessity’ and Expense 


Accounts 


By A SPECIAL CORRESPONDENT 


HE case of the bank manager’s' club subscription, Brown v Bullock 
(The Times, June 27, 1961), is of wider than merely legal interest, 
as the newspaper headlines have attested. Certainly, it should 
interest a much larger sector of the community than that com- 
prising Britain’s ten thousand bank managers. ‘The legal interest of the 
Court of Appeal’s decision is indeed limited: in 1953 Vaisey, J, ruling that 
an army officer’s mess subscription was not an expense allowable as a 
deduction in the assessment of tax under Schedule E, pointed out that the 
relevant rule was notoriously rigid, narrow and restricted in operation; the 
Court of Appeal in 1961 found no difficulty in rejecting the claim of the 
manager of the Midland Bank’s Pall Mall branch that his subscription to 
the Devonshire Club, reimbursed by the bank, should not be taxable. 
Nor is there anything new in the distinction between Schedules D and E 
in this matter of allowable expenses, high-lighted again by this case. The 
Royal Commission deplored it in 1955; and Mr Gerald Nabarro’s brave 
statement in the House of Commons last month that his subscription to 
the Carlton Club has for many years been allowed as deductible merely 
underlines again the hopeless illogicalness of the difference—a nice refine- 
ment of which reached the House of Lords in Mitchell v Ross (The Times, 
July 7, 1961)* on the very day that Mr Nabarro promised to harass the 
Chancellor relentlessly in the next twelve months. But some of the remarks 
made by the Court in Brown v Bullock, especially the comments of Harman, 
LJ, may be regarded as widening the issue—may be regarded, indeed, as 
echoing an increasing public uneasiness about the whole subject of business 
expenses. Much of the public discussion of the subject is ill-informed, 
and the Court of Appeal, justified as its interpretation of the law may have 
been, did not always seem to be familiar with current business practice. 
Under Schedule D, which, broadly speaking, covers individuals who are 
self-employed and business corporations, the criterion applied is that 
expenses must be ‘“ wholly and exclusively’ incurred for the purposes 





* This case, which concerned the expenses of five specialists who held part-time hospital 
appointments in the National Health Service, was discussed on its hearing before the Court 
of Appeal in The Banker, April, 1960, page 215. 
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of the business. Under Schedule E, which covers employees, the word 
‘necessarily ’’ is added to the requirement. The obvious result of this 
distinction is that self-employed persons find it easier to have their expenses 
‘‘ allowed ”’ against tax than do people working for others. Another result, 
less often noted, is that the employer, who is taxed under Schedule D, is 
allowed to charge before striking his profit a payment to his employee 
which that employee, taxed under Schedule E, is not allowed to deduct in 
his own income tax return. Thus the Midland Bank was presumably 
able to reimburse Mr Brown for his club subscription before striking its 
profit, even though Mr Brown pays tax on that reimbursement. There is 
no simple answer to the question: ‘‘ what is a justifiable business expense ? ”’ 

Yet reimbursement of expenses to an employee, like the expenditure of 
the self-employed, is obviously essentially a business decision, affected by 
taxation only in so far as taxation provides an inducement to pay in that 
way rather than as straight salary or profit; and the key word here, of 
course, is “‘only”’. But it is worth pointing out that the reimbursement 
of club subscriptions is not, as the Court of Appeal seemed sometimes to 
think, ¢ new or unusual thing. And there are many who would regard club 
membership for a bank manager, whose working life is notoriously not 
restricted to office hours, as being demonstrably in his employers’ interest. 
Presumably, the banks will continue to reimburse approved subscriptions; 
an interesting further test case might arise if they decided to reimburse the 
tax as well. 

Nor, of course, is such reimbursement confined to the banks. It seems 
a reasonable assumption that the Inland Revenue, having established the 
taxability of a demonstrably legitimate subscription, will tax all such sub- 
scriptions, some of which are far less defensible. It is fairly common 
knowledge that the banks have consistently erred—if it be an error—on 
the side of austerity in such matters. It is not so long since the manager 
of a medium-sized branch in a busy community was allowed a fixed sum 
of £50 a year for entertainment; though there has been some improvement 
in the last few years, some business men no doubt remember their own 
embarrassment on discovering that the return hospitality given them by 
their bank managers was paid for out of taxed income. 

No one can even guess how many club subscriptions are paid “‘ by the 
firm”, but it is fairly safe to assume that many club secretaries were at 
least as depressed as the bank managers by the Brown v Bullock decision. 
Nor does the matter rest at club subscriptions. ‘The word “ necessarily ”’, 
if it is at all strictly applied, could have a blighting effect on business lunches, 
to the despair of any number of restaurateurs. ‘The Chancellor’s com- 
paratively mild words on business expenses in his budget speech this year 
could be the cloud no larger than a man’s hand that threatens the whole 
realm of expense account living. Certainly it would be an optimist that 
would expect, in the present economic and social climate, any equation of 
the requirements of Schedule E with those of Schedule D. The anomaly 
is glaring, and unjust; but its removal is much more likely to be effected 
by equating Schedule D with Schedule E. It is one of the signs of our 
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rapidly changing times that it is no longer smart to boast about expense 
account living. There would be little opposition to at least a moderate 
tightening of the business belt. But if any such development lies ahead it 
would be a good thing if it could be effected through a simplification of the 
tax structure rather than a further complication of it; and also if it could 
be founded on the facts of business life. 

Most business men would agree that the Royal Commission’s suggested 
criterion for Schedule D and Schedule E alike—“ all expenses reasonably 
incurred for the appropriate performance of the duties of the office or 
employment ’”—would be a fair recognition of the facts of business life. 
On the other hand, if the practice eventually evolved of taxing all enter- 
tainment expenses, including lunches as well as club subscriptions, some 
might agree that rough justice would result, as well as some curtailment 
of such expenditure in total and some cutting back of trimmings in indi- 
vidual cases. Many bank managers would admit that the tax on their 
club subscriptions is a fair measure, in some cases even an underestimate, 
of the personal benefit they derive from their membership. Equally, the 
middle grade business executive, lunching his contact in slightly less lavish 
style than under the present dispensation, might conceivably admit that 
the tax that he might have to pay from his own pocket is a fair measure 
of his own enjoyment. Unlikely? Perhaps it is. But Brown v Bullock 
should prompt some fresh thought on the expenses of our business life— 
and lead one to ask again just how necessary they are. 








An Artist’s Sketchbook: No. 88 


BRITISH BANKS IN TOWN AND COUNTRY 
Barings, Bishopsgate 


In 1809, by which time the name of the firm had changed to Baring 

Brothers & Co, it moved to No. 8 Bishopsgate, its present house. 
It was at that time a commodious house, fronted by an open courtyard and 
backed by a small garden. It had no frontage to the street except an arch- 
way giving access to the courtyard. In 1853 William Cubitt & Co, the 
builders, who are best known for their work in the development of Blooms- 
bury and Belgravia, undertook extensive renovations at No. 8 Bishopsgate. 
The architect was Lewis Cubitt, youngest of the three brothers and the 
designer of King’s Cross Station. A great part of the old building was 
cleared out and made into one large office of considerable height. ‘Thus 
the present central hall of the Bank dates in its essentials from 1853, 
though there has been considerable enlargement at various times since. 
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Eis; firm of John and Francis Baring & Co was established in 1763. 
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In 1881 Norman Shaw designed the front of the present house. 


was at the height of his career at this time. 








is characteristic of his work on houses for artists in Kensington and Chelsea, 


It has a red brick wall, a red brick doorway 
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his “‘ Queen Anne ”’ style. 
with broad open pediment 
dows are slender with white 


The win- 


and separate pedestrian entrance. 
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Strains in Lombard Street 


VEN before its battering from last month’s 2 per cent rise in Bank 

rate, to 7 per cent, the London discount market had been facing 

the heaviest strains experienced since the crisis of 1957—as a result 

of the sharp upturn of short money rates in the first half of last 
year and the severe weakness of short bond prices since early June. Yet 
with one exception very little evidence of pressure has been apparent in 
the published accounts of the several houses. ‘To some extent this may 
be due merely to a fortunate incidence of balance-sheet dates (no accounts 
have had to be made up since end-May), but there can be no doubt that 
‘at least up to the moment of the 7 per cent Bank rate the market during 
the present phase of restrictive monetary policy has suffered incomparably 
less damage than it did in 1955. But it was hit a good deal harder then 
than in 1957. 

Four separate factors have helped the discount houses to take the strain 
in the past eighteen months. Most of them were in much better trim, in 
the sense that bond portfolios had been lightened before the 1960 rise in 
money rates began. Secondly, that rise was restoring rates to levels that 
had been reached not so long before (in 1957-58), instead of breaking 
through to new high ground as had happened during the former periods 
of strain, so that the coupon rates on existing bonds were not fast and far 
surpassed by the rising costs of financing them. Thirdly, official policy 
increased the supply of high-yielding short bonds, and the market enjoyed 
an extended period of profitable current trading on both bills and bonds 
before the next spasm of strain developed in the bond market. Fourthly, 
all houses had enjoyed bumper profits in 1958 and 1959, enabling most of 
them at least to make good the former inroads into inner reserves, and 
raising the capital resources of the market as a whole to a new peak. 

The penal increase in Bank rate has, of course, involved the market not 
only in further sharp depreciation of its portfolios but also in outright 
running loss in financing them. But, as this article shows, these four 
mitigating influences had left most houses in tolerably good shape to with- 
stand the shock. Although aggregate bond portfolios are now appreciably 
larger than those held on the eve of the 1957 crisis (£285 millions in 
August of that year), they are much below the peak touched early this 
year. And although, as will be seen from Table II, bond yields have now 
been driven even higher than the highest points of 1957, the actual rise 
resulting from the crisis has been substantially less than it was then. 
Similarly, the average yield basis on which the bond books were carried 
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must now be considerably higher, so that the running loss will be less, 
even though the clearing banks’ minimum money rate, at 53 per cent, is 
i per cent closer to Bank rate and average money costs are not far short 
of 6 per cent. A parallel difference is apparent in the yield of Treasury 
bill books—two months ago the Treasury bill rate was around 4; per 
cent, whereas two months before the 1957 leap it was not much over 
343 per cent. An offsetting influence this time, however, is the fact that 
the noisy heralding of the crisis measures had led the banks and other 
dealers to run down their bill holdings and keep their liquid balances in 
call money instead, so that the discount market’s bill portfolios had been 
very sharply increased in the fortnight or so before Bank rate shot up. 
Now, of course, the market is anxious to maximize its intake of high-yielding 
bills, the quicker to even out the loss on existing portfolios; but at the 
first tender after the rise in Bank rate it under-estimated the “ outside ”’ 
appetite that had been aroused. Tendering on a somewhat higher dis- 
count rate basis than at the first 7 per cent tender four years ago, it secured 
only 28 per cent of the amount applied for. 

The pressures at the outset of the swing-back to restrictive monetary 
policy—notably those stemming from the rise in Bank rate from 4 to 5 
per cent in January, 1960, and the drastic lowering of the official. support 
points for gilt-edged in the following month—were traced in detail in last 
year’s article in this annual series.* Chill winds, it was then said, had 
been blowing around the discount houses for some months before the 
midsummer rise in Bank rate to 6 per cent. Even before that increase, 
money market short bonds were showing a depreciation ranging from 2 
to over 3 per cent, and after it the longest of the market’s bonds dropped 
by a further 2 per cent. Worse still—since no house was forced to sell at 
such levels—was the fact that the market’s average borrowing costs were 
driven somewhat beyond the average yield at which most bond portfolios 
were carried. ‘The major strain on this account was, however, compara- 
tively short-lived. On July 12, 1960, the authorities took the market by 
surprise by issuing a new Short that not only carried a coupon rate well 
above the new level of money costs but offered a redemption yield well 
above the market level. 

This new issue was the £300 millions of 54 per cent Treasury Bonds, 
1962, the announcement of which caused a further drop in existing issues. 
At the issue price of 99, this was an extremely attractive stock for the 
discount houses. It offered a gross redemption yield of £5 19s 4d per 
cent, or almost } per cent more than the then current return from the 
only other 1962 stock (the 44 per cent Conversion, with its nine months’ 
shorter life). Moreover, the Government broker made it clear that the 
‘ departments ’’ would accept the 44 per cent stock at 98 against a firm 
application. Since this represented a sale on a yield basis of fully } per 
cent below the yield from the new stock, the discount market exchanged 
a substantial part of its holding (in spite of the capital loss involved) and 
also acquired a considerable amount for cash. Thanks to the comfortable 


* “ New Light on the Bill Market ”, in The Banker for July, 1960. 
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“turn” offered by this bond over average money costs, which during 
most of the period of the 6 per cent Bank rate were in the region of 5-5} 
per cent, most houses probably succeeded even at this time in making some 
net running profit on their bond holdings as a whole. 

In any case, the confident assumption that the next move in Bank rate 
would be downwards was encouraging the carrying of large bond port- 
folios. As will be seen from the official figures given in Table III, the 
market’s bond book had been reduced significantly in the second half of 
1959, to the relatively low point of £317 millions. By mid-June, 1960, 
it was back to £365 millions and three months later stood at £409 millions 
—only a shade below the highest point ever recorded up to that time (the 
£417 millions reached during the gilt-edged boomlet of 1954). 

Later in the year an additional argument for extending the bond port- 
folios was the strong competition that had to be faced in the bill market, 
notably in consequence of the massive inflow of short-term funds from 


TABLE I 
MONEY AND BILL RATES, 1960-61 
Jan 22, June 24, Oct 28, Dec 9, July 14, July 28, 
1961 1961 


1960 1960 1960 1960 
yA Yo yA Yo % Ze 
Bank Rate - + 5* 6* 54* 5* 5 7t 
Discount Rates: 
Bank Bills, 3 Mths .. 4348 5 48-5z 54-5 42-4 4 th-47? 65-6 #% 


9 2? 6 29 ie 4#-4} 5 4-5 54-53 43-43 4-45 6{-7 
Trade Bills, 3 Mths .. 54+ -6 64 -—7 6 —64 52-6 54 -6 74-84 
- A 5+ -6 64 -—7 6 —64 52-6 54 -6 74-84 
9 29 ” .. 54 —6} 6} —7} 6}-63 54-63 5} —64 8 -9 
Treasury Bills: 


Allotment Rate—91 
91/1.19d 113/7.40d 101/9.52d 89/7.83d 91/4.47d 133/9.22d 


days is i 
Clearing Banks’ Short 


Money Minimum .. 3% 42 3% 3% 3% 53 
Floating Money (max). . 4+} 5} 5 4} 4} 5% 
Clearing Banks’ Deposit 

Rate .. ' ‘i 3 + 34 3 3 5 


* Rate changed on preceding day. + Rate changed as from July 26. 


overseas, attracted in part by the high absolute return obtainable in London 
and in part by the margins offered on interest arbitrage. The rise in Bank 
rate to 6 per cent had been followed by a rise of a full 1 per cent in the 
Treasury bill rate, to almost 543 per cent, but this level could be held for 
only a fortnight. Early in September, when the rate again dipped sharply, 
from 538 per cent to almost 54 per cent, the authorities intervened promptly 
(actually on a Saturday morning) and put the market “in the Bank ”’ for 
the first time since early July, repeating the process to make their wishes 
plain. This checked the fall for a few weeks, but it soon became clear 
that the much-discussed reduction of Bank rate could not be long delayed; 
official intervention then could do no more than slow up the market move- 
ment. A week before Bank rate came down to 54 per cent (which it did 
on October 27) the Treasury bill allotment rate was already down to 5; 
per cent; hence it fell by less than a further } per cent on the morrow of 
the announcement. But the pressure of demand soon asserted itself again: 
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in spite of recurrent spasms of money stringency, the market felt obliged 
to bid up for the bills in order to maintain its share, so that a week before 
Bank rate was established at 5 per cent (on December 8) the Treasury bill 
rate was already fully 2 per cent below that figure (and thus dropped by 
little more than a further 4 per cent at the following tender). 

As a result of this strong “‘ outside’ competition the discount market 
at mid-December, 1960, close to the Treasury’s seasonal borrowing peak, 
was actually carrying a smaller Treasury bill portfolio than at mid-June, 
1960, and only £12 millions more than at the preceding mid-March, the 
Treasury's seasonal borrowing nadir. But, as will be seen from Table ITI, 
the bond portfolio had moved even more strongly upwards, reaching the 
new all-time peak of £451 millions. The table also reveals for the first 
time the extraordinary effect that window-dressing, both by banks and 
discount houses, has upon the market’s bill holdings at the end of the calendar 
year. ‘Thanks to the fact that since 1959 the clearing banks’ official make-up 
date for December has been in the middle of the month (to avoid the dis- 
tortions associated with the December 31 balance-sheet date), figures for 
market portfolios, which are submitted to the Bank of England at dates 
aligned with the clearing banks’ figures, are now available both for mid- 
December and end-December. In the last fortnight of 1960, it will be 
seen, the discount market’s aggregate holding of Treasury bills rose by 
£116 millions, or fully 25 per cent; in the last fortnight of 1959 it rose by 
£109 millions, or more than 20 per cent. 

A major infiuence during the current year has been the extraordinary 
fluctuation of hopes and fears about the course of Bank rate. Early in the 
year, when Bank rate was being “ talked down ”’ to 44 per cent, keen com- 
petition for bills led the discount market to raise its bid on three successive 
weeks; the average allotment rate by end January was well under 4; per 
cent (or very close to the market’s average borrowing costs), yet the discount 
houses at that tender secured only 26 per cent of the sum applied for at 
the agreed price of £98 19s 2d. It is believed that at that stage some 
houses ventured still further into bonds—partly, perhaps, in connection 
with sales of longer ‘‘ shorts”’ by clearing banks and purchases of the 
impending maturity (the 2} per cent Funding, 1956-61, due in mid-April) 
by the authorities. This dip in the bill rate was, however, the signal for 
a new bout of official intervention: discount houses were forced to take 
7-day loans from the Bank five times in the ensuing fortnight. Indeed, 
some market indebtedness remained outstanding at the Bank on every day 
in the four-week make-up period ended at mid-February (and on 27 of 
the 35 days in the preceding period). In spite of the sharp reduction in 
the Treasury bill supply (only £210 millions was allotted on February 3), 
these tactics had the desired effect of reversing the trend of the Treasury 
bill rate, which by the eve of the D-mark revaluation was up to 44% per 
cent and in the following month was held at almost 44 per cent (without 
the spur of any further borrowing at the Bank). 

The net inflow of foreign funds to London had almost ceased by the 
early weeks of the year and, as the latest quarterly bulletin of the Bank of 
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Conv ersion 
44°% 1962 


Treasury 


54% 1962 


Exchequer 
3% 1962-63 


Conversion 


42° 1963 


Exchequer 
24% 1963-64 


Conversion 


44% 1964 


Savings 


3% 1955-65 


Exchequer 
53% 1966 


7 per cent. 


table. 


reached up to mid-July. 


TABLE 


II 


MONEY MARKET SHORT BONDS, 1959-61 


Conversion 44% 1962 
Treasury 54% 1962 sind 
Exchequer 3 % 1962-63 .. 
Conversion 43% 1963... 
Exchequer 24 % 1963-64. . 
Conversion 44% 1964 
Savings 3% 1955-65 
Exchequer 5$% 1966 


Conversion 44% 1962 
Treasury 53% 1962 
Exchequer 3% 1962-63 .. 
Conversion 43% 1963 
Exchequer 24% 1963-64. . 
Conversion 43% 1964 
Savings 3% 1955-65 
Exchequer 54° 1966 


Trend of Net Prices, 1960-61 





--—1960_—_ - 1961 
June 28 Dec 30 Mar 30 Apr 28 May 31 July 17 July 23% 
O72 99% 99% 9 100 9933 991 
— 100; 1014 101} 101 + 100 +; 
923 95% 6 962 964 95% 
06% 988 994 994 99% 84 
893 92% 92% 938% 93% 923 
94? 96 #3 97 98 97% 964 
8833 90 90% 92 92% 903 
973% 98% 993 998 992% 973 
Net Prices 
1989 — 1960-——__-—., .« 1961 
End High Low End High 
1003 100 % 8678 C9 100 994 
Jan 4 June 30 June 8 
— 100% 99 100, 101% 100 é 
Dec 13 Aug 10 May17 = fFuly 17 
95 # 96 3 92 #4 95 % 96 # 95 $ 
Fan 5 July 4 May 8 Jan 4 
1013 101% 963 988 9932 983 
Jan 4 Aug 10 May 16 July 14 
92% 9934 898 92% 3% 2 & 
Jan 5 July 14 May 17 Mar 30 
994 991; 943 9633 988% 964 
Jan 1 Aug 10 May 16 July 17 
9048 9225 87 90 924 89 
Feb 16 Aug 9 May 16 Jano 
1023 103% 9738 98% 9933 97% 
Feb 16 Aug 8 May 16 July 17 
Gross Redemption Yields 
r 1960- —— r 1961 
High Low End High Low July 17 
% % % % % Y 
Le-282 @4 254 £06 ¢@ 42:42: “6 @.. fe 
6 3:6 4 433 > 633 5 60 48 9 419 8 
June 30 Jan 4 Jan 6 June 8 
rae ® 2 Oe... 3 €i £32 23 9 4 5 
Aug 10 Dec 13 Jan 3 May 17 
San. - S812. 32 3.-9 34 O82.2 2. 
Oct 10 Jan 5 July 17 May 8 
S29: 877 £ 22, £222 ae 2 3:2 
Aug 10 Jan 4 July 14 May 16 
[a 2 See Ss. £2 tt 3S: ae 5 9 
Oct 10 Jan 5 July 17 May 1 
S29 @€22 3 370 3 ta = 3° 2 3 17 O 
Aug 10 Jan 1 July 17 May 16 
517 4 4 911 > 9 6 $31 3 69 6 511 3 
Aug 12 Feb 16 July 17 May 11 
6 O11 417 76-3: 6:33 39:3 0 5 
Aug 8 Feb 16 %uly 17 May 17 











556 





98% 
93% 
963 
903 
943 
884 
964 








Low* July 17 








99 33 
100 4 
953 


98 3 


vi 


* All bonds dropped to their lowest points for the year after the rise in Bank rate to 
These points were marked by prices circulated at the opening on July 28, 
shown in the first table; the corresponding yields, in every instance the highest for the 
year, are shown in the final column of the third table, which also shows the highest yields 
The year’s lowest prices up to that date are shown in the second 
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England records, was probably reversed by the end of February. In the 
resultant change in monetary climate, which was emphasized both by the 
Bank’s market tactics and by public anticipatory discussion of the budget, 
the discount houses deemed it wise to take in sail. By mid-March, after 
the heavy withdrawals of “‘ outside’ money that followed the upheaval in 
the exchange markets, the aggregate bond portfolio was down to £397 
millions—still a very substantial holding but some £60 millions below its 
estimated peak. In the meantime, in spite of the drying-up of the official 
“tap”? in 1971 5 per cent Conversion stock, the authorities had confined 
their refinancing arrangements for the mid-April maturity to shorts. In 
early February they had offered conversion into a further tranche of 5} per 
cent Exchequer stock, 1966 (which became a technical short, with a 5-year 
life, in March), and made a cash offer of a further £300 millions of 43 per 
cent Conversion stock, 1963, at 99%. In the prevailing circumstances, the 
bulk of these issues was absorbed initially by the “‘ departments ”’. 

The budget, however, produced yet another sudden change in market 
expectations. The Chancellor’s decision to flank the available monetary 
weapons by the new between-budgets fiscal regulators led many people to 
conclude that the risk of a further increase in Bank rate had been very 
greatly reduced. On this assumption, and encouraged also by the Chan- 
cellor’s argument that the sharp reduction in the prospective “ overall ”’ 
deficit of the Exchequer in 1961-62 had strengthened the technical con- 
dition of the gilt-edged market, the discount houses are known to have 
returned in force to the bond market, and some of them are believed to 
have been attracted to the longer bonds within the range. Though no 
official figures are available for any later date than mid-March, it seems 
possible that in the six weeks or so after the budget the aggregate bond 
holding may have reached a new peak. In the first half of this period the 
bill rate fell away again in spite of some official resistance, reaching almost 
47, per cent by May 12, but at this point the authorities toughened their 
attitude and the trend was abruptly reversed at the ensuing tender. The 
market then kept its application price unchanged for three weeks without 
any further prodding from the Bank (its sole recourse to Bank of England 
money from mid-May up to the eve of 7 per cent was that necessitated 
by the half-year-end, when some of the lending extended to eight days). 

The latest phase in market expectations dates from about the second 
week in June, when apprehensions about the Chancellor’s impending 
measures first included any widespread fears of an increase in Bank rate. 
At the second Treasury bill tender in that month the discount houses cut 
their bid by 2d per cent, and made a similar adjustment at each of the next 
two tenders; they resumed this process at mid-July, so that by July 21, 
the last tender before the Chancellor’s statement, the average rate was up 
to 43 per cent, its highest since end-November, when Bank rate still stood 
at 53 per cent. Even so, their “‘ proportion’ was up to 66 per cent. 

This sharp upturn in bill rates was the signal for a fall in short bond 
prices. ‘These had faltered after the check to the fall in bill rates in May, 
but in early June, as will be seen from Table II, many of them were still 
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not far below the year’s best; indeed, the 44 per cent Conversion, 1962, 
reached its peak on June 6. By the end of the month the yield on this, 
the shortest of the market’s bonds, had been raised by more than 4 per 
cent, to not far short of 5 per cent. At the other end of the range, the 
5} per cent Exchequer stock, 1966, fell in these three weeks by over 1} 
points and then lost a further ? in the next three, so that by July 21 its 
yield was over 6 per cent (or not much less than was offered by a bond 
of slightly longer life at the worst of the 1957 crisis, when Bank rate stood 
at 7 per cent). 

Fortunately, there can be no doubt that this radical revision of opinions 
about the course of short money rates quickly altered the discount market’s 
attitude to its bond portfolios. Most houses are certainly carrying sub- 
stantially smaller bond books now than a couple of months ago; and to 
judge from reports current in the gilt-edged market during the second and 
third weeks of June, important adjustments were made before the weakness 
of the market became acute. It can be taken for granted that this lightening 
of market portfolios was mainly achieved through facilities provided by the 
authorities, since no other buyers on the requisite scale were available at 
the time (the banks were selling simultaneously). The authorities doubtless 
exacted a penalty for these re-purchases, but the market obviously fared 
much better than it would have done had the adjustments been delayed. 
Unofficial estimates suggest that the aggregate bond holding at around the 
middle of last month was probably not much over £350 millions, or some- 
what less than at the corresponding date last year. 


Fewer Bills than Bonds 


The bill portfolios have probably lately been running rather nearer to 
their previous year’s volume than they were some months ago, since the 
tender issue of Treasury bills was stepped up appreciably in the first quarter 
of the fiscal year, whereas in the similar period of 1960 it actually declined 
slightly against the usual trend. The latest official figures, relating to 
mid-March, showed however a steep decline. In the first quarter of the 
year the market’s aggregate Treasury bill portfolio dropped by no less 
than £130 millions (measured from the “ undressed”’ figure of mid- 
December) compared with a fall of £80 millions in the first quarter of 
1960. At £328 millions, it was the lowest recorded total for the time of 
year except for the extraordinary £226 millions of February, 1957, and, as 
Table III shows, was almost £70 millions less than the bond holding. 

The decline in the volume of Treasury bill business over the year as a 
whole has been partly offset by a further expansion of business in com- 
mercial bills, though it is questionable whether the growth in turnover 
was as large as that in portfolios. In the first quarter of 1961, it will be 
seen, these rose by some 40 per cent, to the new peak of £151 millions, 
compared with £127 millions twelve months previously. Until the upsurge 
in 1959 the highest recorded point was the exceptional £122 millions 
touched during the speculation against sterling in August, 1957. Part of 
the recent increase may have similar origins, but it probably also reflects 
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an increase in the proportion of available paper remaining within the dis- 
count market, owing to releases of bills by overseas banks in London from 
which funds were being withdrawn. It also seems probable, as the Bank 
of England Bulletin points out, that certain domestic borrowers affected 
by the constraint on bank advances were turning to bill finance. These 
tendencies have probably persisted, and may indeed have become still 
more marked, in recent months. At all events, as can be seen from Table I, 
the margins over the Treasury bill rate shown by market buying rates for 
commercial bills have lately been perceptibly widened—an adjustment that 





TABLE III 


DISCOUNT HOUSES, 1951-61 
(£ millions) 


Treasury Commer- Total Total 

End-month* Bills cial Billst Bills Bonds Portfolios 
1951—June 7 rv - 810 75 885 309 1,194 
December ‘4 hag 624 63 687 314 1,001 
1952—June Seis "? oa 772 66 838 278 1,116 
December + 4 702 +] 743 291 1,034 
1953—June bi ng as 614 38 652 318 970 
December od sg 606 49 655 383 1,038 
1954—June in os ied 462 42 504 408 912 
December ~ - 618 47 665 373 1,038 
1955—June ns * ‘ee 417 45 462 354 816 
December wd a 652 45 697 307 1,004 
1956—June 5 me c. 471 56 527 296 823 
December rv ion 523 85 608 294 901 
1957—June a oe e 321 116 437 354 791 
December > ‘a 585 84 669 223 892 
1958—June is - si 386 99 484 258 742 
December ‘ ka 594 70 664 321 985 
1959—March 18 i + 351 89 440 341 781 
June 17 .. - - 341 101 442 351 793 
September 16... ae 396 124 520 349 869 
December 16... “a 526 114 640 317 957 
- ia ‘a 635 118 753 322 1,075 
1960—March 16 ‘a is 446 127 573 353 926 
June 15 .. ne “ 467 125 592 365 957 
September 21... in 390 116 506 409 915 
December 14... ne 458 108 566 451 1,017 
ie  _ oa 574 117 691 440 1,131 
1961—March 15 5% 328 151 479 397 876 


* Figures for 1951-58, which are compiled from the evidence to the Radcliffe Committee, 
are mainly as at end-months but partly at other dates. Figures for 1951-55 are partly 
estimated. Dates shown for 1959-61 are clearing bank make-up days, with the exception 
of December 31. 

¢ Including local authority bills. 


may reflect, however, not only the increased volume of offerings but also 
the recognition that the risk of loss on certain types of trade paper has 
been rising. As a striking indication of the relative increase in the réle of 
the commercial bill in the market in the past decade it may be noted that 
at times during recent months one of the big houses is believed to have 
been carrying in portfolio more commercial bills than Treasury bills. 

On this commercial bill business the market of course secured a better 
running margin over borrowing costs than on Treasury bills, and although 
money costs tended to rise as the crisis loomed up, to around 4} per cent 
or more, during most of the first half of 1961 there has been a comfor- 
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table profit from bill business as a whole. Margins from running bonds 
were, of course, exceptionally good. At this stage it is impossible to 
frame precise estimates of the impact on the market of the stresses of the 
past few weeks, but it seems probable that up to about the turn of the 
half-year the accumulation of good current earnings had been in most 
instances broadly sufficient to offset not only any realized losses on bond 






























TABLE IV 
NET PROFITS AND EQUITY DIVIDENDS 
1958-59 1959-60 1960-61 
Years to dates as shown £ 
Union Discount 7 550,993 666,850 575,924 
Dec 31 124% 124% 123% 
(1 : 3)T 
National Discount 284,275 525,561 339,913* 
Dec 31 12% 123%4+24%! 123% 
Alexanders Discount. . 166,943 202,807 174,720 
Dec 31 74% 10% 10% 
Gillett Bros Discount 203 344 229,164 216,478 
Jan 31 124% 124% 123% 
(1: 4)t 
Smith, St Aubyn 233,682 198,328 193,494 
March 31 3% 174% 173% 
Clive Discount 125,367 108,823 120,239 
March 31 10% 10% 10% 
Jessel, Toynbee “ oa ed 177,247 110,893 122,902 
March 31 10% 10% 10% 
Allen, Harvey & Ross ‘ a 145,112 135,746 140,363 
April 3 12% 14% 15% 
(72) (1 : 11)T 
Gerrard & Reid i 2 7 n.a. 43,449) 143,421 
April 5 10% 10% 
King & Shaxson 214,890 145,399 217,902 
April 30 123% 124% 124% 
(2: 9)t (3 : 11)t 
Seccombe, Marshall & Campion .. 125,855 97,219 104,523 
April 30 10% 10% 123% 
(1 . 3)t t 
Cater, Brightwen : ae - 216,099 — — 
April 5 is, 
(1: 5} : 
Ryders Discount . +a av 245,416 a _ 
May 31 10% 
(1 :5)T 
Cater, Ryder .. i a i — 345,975§ 412,766 
May 31 10% i 


* Balance of profit not comparable with the two preceding years, in which it 
was struck after transfers of undisclosed amount to contingencies account. In 
1960 the whole of this account was utilized in writing down investment depre- 
ciation, but the bond portfolio was still stated in the balance sheet at £577,000 
above current market value. 

t Bonus shares not ranking for dividend until the following year. 

} Final dividend and bonus paid on capital increased by rights issue of 1 : 3 to 
‘““ B ” shareholders. 

§ Excluding profits of Cater, Brightwen to date of merger on February 17, 1960, 
and after charging £67,784 (net) dividend paid to former shareholders of that 
company. ‘The 10% dividend noted above was paid only on shares that were 
formerly shares in Ryders Discount Co. 

'' Paid-up capital increased from £400,000 to £1,100,000 January, 1960. 
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dealings but also book depreciation. Thus the true capital resources of 
the twelve discount houses may be guessed for mid-1961 at little different 
from the estimate of “‘ rather under {55 millions” given in last year’s 
article for mid-June, i.e. just before the rise in Bank rate to 6 per cent. 
Similarly, in the second half of 1960 the substantial running profits towards 
the end of the period, and the appreciation of portfolios as a result of the 
two cuts in Bank rate, were together probably just about sufficient, taking 
the market as a whole, to make good the inroad into resources caused by 
the midsummer shock. At each of the last three half-year-ends, therefore, 
the aggregate of capital resources has probably been much the same (at 
rather below the peak, estimated in last year’s article at {60 millions, 
touched at end-1959). 

From this it follows that none of the discount houses’ latest published 
accounts, which range from balance-sheet dates from end-December to 
end-May, has reflected the full extent of the pressures to which the market 


TABLE V 
PORTFOLIOS AND CAPITAL, 1960-61 
(At varying balance-sheet dates, as in Tabie IV) 
(£ millions) 


Published 
Capital Invest- Bills Total 
Resources ments Portfolios 
Union Discount Co of London Ltd -” 10.544 115.65 179.14 294.79 
National Discount Co Ltd oe ae 8 .029* 85.55 138 .54 224.09 
Cater, Ryder & Co Ltd 5.976 50.35 118.55 168 .90 
Alexanders Discount Co Ltd 4.867 37 .89 82.10 119.99 
Gillett Bros Discount Co Ltd 2.490 29 .44 63 .06 92.50 
Smith, St Aubyn & Co Ltd 2.225 26 .64 63 .32 89 .96 
King & Shaxson Ltd 2.038 17.76 45.52 63.28 
Clive Discount Co Ltd .. 2.028 13.81 61 .69 75.50 
Allen, Harvey & Ross Ltd 1.847 13 .43 45 .98 59 .41 
Jessel, Toynbee & Co Ltd 1.834 17.53 41 .46 58 .99 
Gerrard & Reid Ltd ne is 1.332 7.99 39 .96 47.95 
Seccombe, Marshall & Campion Ltd 1.088 11.64 27 .90 39 .54 


* Before taking account of securities depreciation of £577,000. 


was subjected at times during the period. But those accounts that were 
made up after only a relatively short run at the lower levels of Bank rate 
naturally revealed some signs of strain. A small decline in published 
profit was shown, indeed, even by one house that accounted as late as 
March 31, but, as will be seen from Table IV, the only house that failed 
to maintain its previous year’s distribution was the National Discount. 
The results of this house came as a shock, since it also failed to cover the 
book depreciation on its bond holding at end-December last after utilizing 
its contingency fund; the remaining shortfall was £577,000. All other 
houses accounting at end-March or later announced increased profits, 
three of them increased their dividend rates, and two made scrip bonuses 
ranking for dividend in the current year. The aggregate of disclosed 
capital resources of the twelve houses at their several latest accounting 
dates (including the carry-forward on profit and loss account) was £44.3 
millions (or £43.7 millions after allowing for the National’s uncovered 
depreciation) compared with {43.5 millions in 1959-60. 
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Bank Advances for 
Wages 


By MAURICE MEGRAH 


HE limited protection of the wages of a company employee in the 

event of his employer’s being wound up has been a feature of com- 

pany law for approaching a century. It was not until more recent 

times, however, that the benefit of that protection was statutorily 
extended to anyone who lent in order that wages might be paid. The 
obvious lender for such a purpose is the company’s banker, who to-day 
may in certain circumstances rely on Section 319 (4) of the Companies 
Act, 1948. It can hardly be questioned that, for a bank successfully to 
claim priority under the section in respect of moneys paid out for wages, 
the moneys must actually have been lent for the purpose and not merely 
appear to have been lent—as, for instance, by the debiting of the wages 
cheques to an overdrawn account. In an important recent case, Re E. 7. 
Morel (1934) Lid [1961] 3 WLR 57, Buckley, J, found on the facts that 
the bank had not lent the money, that in fact the debits to the wages 
account were covered by the credit balance on another account and that, 
therefore, the company was “ borrowing ”’ its own money. 

There were three accounts—the first formerly a current account but at 
all material times overdrawn and used only for transfers in reduction; the 
second, a current account mainly in credit, which may be called the 
operating account; and the third, the wages account, which was fed from 
the second, but only after it had been in debit for more than four months 
by the payment of wages cheques. It appeared that the second and third 
accounts were treated by the learned Judge—and perhaps by the bank and 
the customers as well—as one; taken together, there was no net debit 
and transfers from the second in reduction of the debit balance on the 
first account were made only on the company’s instructions. On these 
facts, as indicated above, the Judge found that the bank had not lent for 
the purpose of meeting cheques for wages. 

Before discussing his reasoning it may be useful to recall briefly the two 
relatively recent and important cases on the same subject. Section 319 (4) 
of the Companies Act, 1948, reads: 


Where any payment has been made— 
(a) to any clerk, servant, workman or labourer in the employment of a com- 
pany, on account of wages or salary . . . out of money advanced by some person 
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for that purpose, the person by whom the money was advanced shall in a 
winding-up have a right of priority in respect of the money so advanced and 
paid up to the amount by which the sum in respect of which the clerk, servant, 
workman or labourer or other person in his right, would have been entitled to 
priority in the winding-up has been diminished by reason of the payment 
having been made. 


Sub-section (1) (5) defines the extent of the priority. The latest case on 
the section, Re Primrose (Builders) Ltd [1950] Ch 651, had also to decide 
whether the facts were such that moneys had been advanced for wages, 
the special feature of the case being that there was no wages banking 
account; and it followed from the decision that the existence of such an 
account was not essential to the bank’s right to plead the statute in support 
of its claim to priority. In an earlier (1934) case, National Provincial Bank 
Ltd v Freedman and Rubens, reported only in Legal Decisions Affecting 
Bankers, vol iv, p 444, the facts bore some resemblance to those in the 
Morel case, in that the bank had refused to extend the borrowing and 
accordingly to pay cheques for wages until the company’s overdraft had, 
by payments-in, been reduced to a certain figure; and it was contended by 
the liquidator that the wages were paid from the proceeds of those cheques. 
The Court rejected the argument. 

In the Morel case the bank argued, in effect, that for the purpose of 
discovering the true position the three accounts must be taken together, in 
which event there was an ultimate debit balance and it could properly be 
said that the bank had lent for the purpose of meeting wages. Buckley, J, 
would not agree. He accepted the argument of the liquidator that the 
No. 1 account must be disregarded for the purpose because, it having 
been frozen, the bank was not entitled to combine it with the others—for 
which assertion he found support from Bradford Old Bank v Sutcliffe 
[1918] 2 KB 833. It may be permissible to ask if there is not here a con- 
fusion of ideas in the application of the principles of that case to the 
present. Buckley, J, put the matter in these terms: 

The right way to look at the position is to regard those two accounts as being 

one account, and payments out of them as being payments made from the 

company’s own moneys, so long as there was a credit balance taking both 
accounts together. ‘The fact that there was debit balance on the No. 1 account 
throughout this period does not seem to me to alter that position at all, because 
it is clear that the arrangement between the parties was that that debt of the 
company to the bank was frozen in 1952 and was treated as a separate liability 
altogether from the position on the current accounts of the company, and that 
liability was one which was only reduced from time to time when the company 
and the bank reached agreement about transfers from the No. 2 account to 
the No. 1 account. The No. 1 account was operated quite separately and 
distinctly from the No. 2 account and the wages account, so that, even if at 
any time payments were made out of the wages account which could properly 
be described as advances, those advances would have been repaid by credits 
paid into the No. 2 account before the winding-up commenced; but, more 
probably, the proper view is that in fact there were never advances at all except 


to the extent that at the final date the debit on the wages account exceeded the 
credit on the No. 2 account... . 


The reason for the view that a bank may not combine a loan account with 
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a current account is simply, as was stated clearly by the Court in the 
Bradford Old Bank case, that that would mean depriving the borrower of 
the very facility for which he had contracted; and to permit of a right of 
set off without notice would mean that the bank could call in the advance 
without notice, which is normally unpractical. ‘The purpose of segregation 
is to avoid the operation of a convenient (in its own sphere) but presumptive 
rule of evidence, the rule in Clayton’s case; it might otherwise be impossible 
to preserve the bank’s position and at the same time give the borrower 
further freedom of action. Payments-in to the credit account might other- 
wise be regarded as reducing the loan and breaking the account is the bank’s 
protection against this rule. There is another’ reason: the freezing keeps 
the position abundantly clear to the borrower and helps to check him; if 
he has to keep himself within the credit balance he builds up on the new 
account, he is less likely to run to excess than if he is operating on an 
overdrawn account. ‘This is elementary banking psychology. 

But the questions whether the balance of a current account can, without 
notice, be set off against that of a loan ‘account, and whether the No. | 
account in this case should be treated as a loan account are, perhaps, not 
the real questions in this case. On the happening of certain events, of 
which liquidation is certainly one, the indebtedness of the bank or the 
customer has to be ascertained, which means combining the individual 
indebtednesses of the one to the other in order to see for what figure the 
banker may prove or, equally important, what sum the liquidator can claim 
from the bank. The combination in this case was brought about by the 
liquidation, so that up to that time the frozen account was still frozen and 
not, without notice, capable of being combined. But that was for purposes 
of the functioning of the accounts; so long as nothing happened to require 
combination, so long as neither party revoked the agreement by which 
the No. 1 account was frozen, combination of the three could not take 
place so as to deprive the borrower of the right to draw on his credit 
balance. Still, the indebtedness remained and the question for decision 
was whether, at the time the wages cheques were paid, the net indebtedness 
was against the customer. 

If it was, then the payment of the wages cheques increased the indebted- 
ness—and on this hypothesis the bank had lent for the purpose of enabling 
the company to meet its liability for wages. Only if the wages were covered 
from some outside source should the bank’s claim fail. ‘The bank could 
itself have terminated the arrangement at any time, and combined the 
accounts, in which case any further borrowing, and certainly the payment 
of wages, would have had to be the subject of special negotiation between 
the parties; the present question would not then have arisen. Why should 
it make any difference that the coalescing factor was liquidation, not notice 
by the bank? By paying the wages cheques the bank increased its lending, 
if only in the negative sense that as soon as the accounts were compulsorily 
combined on the liquidation, the credit balance on the No. 2 account, 
which had then to be set off against the overdraft on the No. 1, was less 
than it would otherwise have been. 
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when the Federal Reserve 
Board’s index rose by 2 points to 110, 
thus regaining the level at which it 
stood on the eve of the recession in 
May, 1960. Washington also had cheer- 
ful news to report on the expansion of 
gross national product. The latest esti- 
mates put national product in the 
second quarter at the new peak annual 
rate of $515,000 millions, comparing 
with a revised rate of $501,000 millions 
in January-March and of $504,500 
millions over the entire year 1960. 
Earlier estimates had given the 1960 
total at little more than $503,000 mil- 
lions; this revision indicates a gain of 
41 per cent over 1959. Personal income 
also reached the new peak rate of 
$416,700 millions in June, a gain of 
$3,500 millions on May and one of no 
less than $13,500 millions on Febru- 
ary’s low point. 


NOTHER satisfactory gain in 
output was recorded for June, 


Deeper in the Red 


Production is likely to receive further 
impetus in the months ahead from the 
increase of nearly $3,500 millions in 
the defence budget for 1961-62 re- 
quested by Mr Kennedy last month to 
meet the threat to Berlin. It was 
decided, perhaps rather unwisely, not 
to match that additional expenditure 
with new taxation. Thus the budget 
deficit in the coming year will almost 
certainly be a good deal bigger than 
the $3,700 millions estimated recently. 
(The deficit for 1960-61, incidentally, 
finally turned out to be $3,900 millions 
—nearly $1,000 millions bigger than 
the figure indicated by Mr Dillon a 
few weeks earlier.) Fortunately, some 
of the repercussions on public psycho- 
logy of the Administration’s exercise in 
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deficit finance may be softened by the 
growing evidence of the strengthening 
of the dollar internationally: last month 
the National Foreign Trade Council 
estimated that the deficit in America’s 
overall balance of payments might fall 
to only $500 millions this year from 
the $3,800 millions recorded in 1960. 

The weak point in the economy 
remains the prevailing high level of 
unemployment which is still close to 
7 per cent of the labour force. Employ- 
ment returns for June marked a record 
for that month at 68.7 millions, with 
a monthly gain of almost 2 millions. 
Unemployment also rose to a new post- 
war peak for June at 5.6 millions. ‘This 
problem is still a major pre-occupation 
for the Administration. Mr J. Goldberg, 
as Secretary of Labour, estimating that 
GNP would touch a rate of $535,000 
millions in the final quarter of 1960, 
has also said that about 6 millions 
would remain unemployed at the turn 
of the year and that the “ hard core” 
of unemployment (those idle for six 
months or more) remained fairly con- 
stant at 900,000. Manufacturing em- 
ployment rose by 239,000 to nearly 
16 millions in June, or ‘“ better than 
double the seasonal expectation ”’, but 
overall factory employment was still 
470,000 less than in 1960, with steel 
and motors accounting for about one- 
half of the decline. Construction is 
still a very bright spot: employment in 
this sector touched peak rates at more 
than 3 millions in June, again with 
““ double the seasonal pick-up ”’. 

A major refunding operation was 
carried through last month. The 
Treasury elected to deal with four 
issues of certificates, notes and bonds, 
maturing in August, September and 
October, and totalling rather more than 
$12,500 millions. Holders were offered 





REVIEWING AMERICA’S MONETARY SYSTEM 


HE most comprehensive study of America’s monetary and credit structure 

since the Federal Reserve system was established in 1913 was presented to 

President Kennedy in the second half of June. The study had been under- 
taken by a 25-man commission set up (with additional financial support from the 
Ford Foundation and the Merrill Foundation) by the Committee for Economic 
Development in 1958, after President Eisenhower’s project for an officially- 
sponsored inquiry had not found favour with Congress. 

The study, entitled Money and Credit: Their Influence on Jobs, Prices and Growth, 
is more extensive in its scope than the Radcliffe Committee’s report on Britain’s 
credit system but less intensive. It provides no new impetus to thinking on the 
fundamental issues of monetary policy in a modern industrial society; the bulk of 
its recommendations are confined to institutional details. ‘This, however, did not 
prevent sharp divergences of opinion from emerging within the commission: the 
force of the study’s sensible recommendations on many central questions is reduced 
by the strong minority notes of reservation appended. 


Strengthening (?) the Fed 


In general, the commission saw no need “ for wholesale overhaul of our financial 
structure’’. Its major institutional recommendation was that the power of the 
Federal Reserve Board should be strengthened: at the expense of the power of the 
regional Reserve Banks. ‘The membership of the Board should be reduced from 
seven to five, their term of office cut from fourteen years to ten and the influence 
of the Administration over the Board increased by making the terms of office of 
the Chairman and Vice-Chairman coincide with the four-year term of the President. 


Instruments of Policy 


Discount rates should be fixed by the Board of Governors and should be uniform 
throughout the country. The functions of the Federal Open Market Committee 
should be taken over by the Board. Open market operations should remain the 
main instrument of credit policy, but “‘ instead of relying on a ‘ bills-only ’ policy, 
the Federal Reserve should be willing, when domestic or international conditions 
warrant, to influence directly the structure as well as the level of interest rates . . . 
and should deal in securities of varied maturities ”’. 

Reserve requirements for all member banks should be made identical; frequent 
changes in such requirements are not favoured since, though they “‘ are a powerful 
instrument of credit control, they are awkward and cumbersome ”’. 

The commission was “ almost evenly divided ”’ on the desirability of giving the 
Fed stand-by powers over consumer instalment credit. 


Control of Non-Bank Lenders 


The operations of non-bank lenders can be influenced (albeit only indirectly) 
by the effects of Federal Reserve policy on the money and capital markets. There 
is a danger, however, that the present unevenness of the regulations governing the 
principal classes of financial institutions may distort the pattern of their development. 
In particular, discriminatory restraints on the commercial banks should be 
eliminated wherever possible—most notably by revising the National Banking 
Act to enable banks to establish branches within “ trading areas’ irrespective of 
state laws and putting the restrictions (under Regulation Q) on interest rates on 
time and savings deposits on a stand-by basis. 


Fiscal Policy and Debt Policy 


The statutory ceiling on the public debt should be discarded; so should the 
4t¢ per cent interest rate ceiling on Treasury bonds with more than five years’ life 
and the gold reserve requirement for Federal Reserve liabilities. 

The President should be armed with more powerful fiscal instruments—notably 
the discretionary authority to change the rate of tax on the first 20 per cent of 
personal income within a range of 15-25 per cent. 

The commission concludes that none of the difficulties posed by the existing 
public debt is great enough to justify giving priority to a policy of debt reduction 
where such a policy would conflict with the current aims of fiscal policy. 
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new 34 per cent notes of November, 
1962, 3% per cent notes of August, 
1964, and 3% per cent 6?-year bonds, 
maturing May, 1968—the last re- 
opening an existing issue originally 
offered last year and now priced to 
yield a trifle below the round 4 per 
ome mark. The inclusion of this inter- 
mediate issue was warmly welcomed 
in financial circles, especially in the 
light of the heavy concentration on very 
short-dated maturities over January- 
June, when Treasuries, publicly-held 
and maturing within one year, rose by 
over $6,000 millions. This was de- 
signed deliberately to keep short rates 
firm and reduce the incentive to shift 
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funds abroad, while 
rates lower ”’ 

Stronger business at home and cessa- 
tion of the gold outflow has now 
allowed a return to more orthodox 
financing. ‘The Treasury, by the sale 
of $3,500 tax anticipation bills and by 
increasing the amount in regular bill 
issues, has raised about $4,000 millions 
in cash, sufficient to tide it through 
to October, without any further appear- 
ance in the market. This may also 
enable the Treasury to make plans for 
another advance refunding operation. 
It is anticipated that the Federal Re- 
serve Board will maintain easy monetary 
conditions. 


nudging longer 


American Economic Indicators 








1960 1961 
1958 1959 1960 
Dec Apr May June 
Production and Business: 
*Gross national product (billion $) .. 444 483 504 504 — 515 — 
*Industrial production (1957100) 93 105 108 103 105 108 £110 
*Gross private investment (billion $) 56.6 72.4 72.4 66.0 — 68.0 — 
*New plant and equipment (billion $) m5 323 35.7 35.5 — 339 — 
*Construction (billion $) ne 48.9 56.1 55.1 56.1 55.0 55.7 56.5 
Housing starts (000 units) .. a. 1,553 1,279 72.1 115.3 130.6 136.9 
*Manufacturers’ sales (billion $) 26.2 29.7 30.4 29.1 30.2 307 — 
*Manufacturers’ stocks (billion $) .. 49.2 52.4 53.7 53.6 53.4 534 — 
*Merchandise exports (million $) 1,362 1,362 1,629 1,621 1,655 1,555 — 
*Merchandise imports (million $) .. 1,070 1,268 1,221 1,100 1,129 1,118 — 
Employment and Wages: 
*Non-farm employment (million) 50.5 52.0 52.9 tae See See - oe 
*Unemployment (000s) : 4,700 3,800 3,900 4,800 4,900 4,900 4,900 
*Unemployment as % labour force 6.8 5.5 5.6 6.8 6.8 6.9 6.8 
Hourly earnings (mfg) ($) . re) 2.29 ye ee ee ee 
Weekly earnings (mfg) ($) .. 83.50 89.47 90.91 89.55 91.57 92.90 94.24 
“—< d High 407 393 2 
Moody commodity ig 38 
(1931— 100) Low 388 372 354f 396 367 369 = 372 
Farm products (1947-49= _ 94.9 89.1 88.8 88.7 88.5 868 85.1 
Industrial (1947-49=100) . 126.0 128.3 128.3 127.9 127.9 127.6 127.4 
Consumers’ index (1947- 49— -100).. 123.5 124.6 126.5 127.5 127.5 1274 — 
Credit and Finance: 
Commercial bank loans (billion $) .. 98.2 110.8 117.6 118.2 117.2 117.6 118.2 
Commercial bank investments 
(billion $) 87.0 79.4 81.9 82.1 82.5 83.4 84.2 
*Money supply (billion $) 140.9 141.5 140.4 140.4 142.0 142.0 142.2 
Consumer credit (billion $) 45.6 520 560 560 540 544 — 
Treasury bill rate (%) 1.84 3.41 2.93 at6 bee aan aa 
US Govt Bonds rate (%) 3.43 4.08 4.02 3.88 3.80 3.73 3.88 


Federal cash budget (+ or -—) (mill $) 

US Treasury gold stock (million $) 

NoTeEs.—Starred items are seasonally 
adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
gross national product, private investment 
and new plant for 1958-60 and then quar- 
terly figures at annual rates. Construction 
figures show monthly averages 1958-60. 
Manufacturers’ stocks, bank loans, con- 


sumer credit and gold stock show amounts 





—7,300 —8,000 +-3,600 +3,600 +1,200 
20, 534 19,456 17,767 17,767 17, 3001 17,403 17, 550 


outstanding at the end of the period. 
Moody’s commodity index shows high 
and low 1958-60, and end-month levels. 
Money supply is daily average of demand 
deposits plus currency outside the banks. 
Budget figures are cash totals. Quarterly 
figures are throughout shown in the middle 
month of the quarter. Treasury bill and 
bond rates are average for month or year. 
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For trade with the East consult 


THE 


CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 





The Bank, its subsidiaries and associates 
are the largest British banking group in the East, having over 


190 branches in twenty-six territories, as shown in the map above 


THE CHARTERED BANK 
Head Office: 38 Bishopsgate, London, E.C.2. 
Manchester Office: 52 Mosley Street, Manchester, 2. 
Liverpool Office: 28 Derby House, Exchange Buildings, Liverpool, 2. 
THE EASTERN BANK LIMITED 
Head Office: 2 & 3 Crosby Square, London, E.C.3. 


SSCCIATED BANKS: ALLAHABAD BANK LTD. (INCORPORATED IN INDIA) 
THE IRANO BRITISH BANK (INCORPORATED IN IRAN) 
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ARGENTINA 


Finance for Roads—A first loan of 
$484 millions has been obtained from the 
World Bank for financing improvements 
on about 1,600 miles of the country’s 
most important highways. It is for 
16 years and bears interest at 5? per cent. 


AUSTRALIA 


Plans for Reflation— The Federal 
Treasurer, Mr Holt, reported that the 
boom recently threatening economic 
stability had subsided completely and 
that consequently almost all the eco- 
nomic restraints introduced last Novem- 
ber had been removed. With the statu- 
tory reserve requirement further reduced 
from 154 to 144 per cent in late June, 
the banks then had adequate liquid 
funds and were able to expand advances 
to most classes of customers. Unem- 
ployment had been rising but there was 
good ground for expecting a change of 
trend shortly. Since official expenditure 
plans provided for an increase of some 
£A70 millions during the financial year 
then opening, there was only limited 
scope for tax abatement in the budget 
due to be introduced this month. 


Reserves Recover— The upward 
movement in the gold and foreign ex- 
change reserves gathered momentum 
during June with the result that they 
finished the financial year to June 30 at 
very nearly the same level as_ they 
started it. Of the recovery of some 
£A151 millions from the mid-March 
low of £A300 millions, nearly two- 
thirds is said to be attributable to bor- 
rowing abroad, including drawings on 
the International Monetary Fund. 


Decimalization Deferred—Mr Holt 
has stated that while the Cabinet 
favoured in principle the adoption of a 
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decimal currency, Australia would not 
be making the change-over in 1963, as 
recommended by the Decimal Currency 
Committee, since it was clear that a vast 
amount of preparatory work would be 
necessary before a precise time-table 
could be decided upon. 


Basic Wage Raised—An increase of 
12s a week was granted to 2 million 
employees covered by Federal awards 
by the Arbitration Commission at the 
beginning of last month. 


BELGIUM 


More Railway Finance—The National 
Railway Company has made a bond 
issue of $20 millions, principal and 
interest being payable at the holder’s 
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Sentor Partner, C. G. Trinkhaus, 
Diisseldorf, Germany 








option in dollars or D-marks at the 
fixed rate of DM 4 to the dollar. The 
bonds bear interest at 5} per cent, and 
are repayable by purchase or drawings in 
ten equal instalments between 1967 and 
1976. Another $3 millions has been 
raised by the issue of 300 bonds of 
$10,000 each, repayable between 1963 
and 1965 and bearing interest at 5 per 
cent. Both issues have been placed by 
Banque Lambert with correspondents 
in Belgium and abroad. 


Plan to Control Mines—A_ new 
Government bill plans to place control 
of the coal-mining industry in the hands 
of a five-man “* Directoire ’’ with exten- 
sive powers. It will appoint directors to 
all colliery companies producing more 
than 500,000 tons a year. 


Funds from Zurich—Petrofina of Brus- 
sels has arranged a 50-million Swiss 
francs issue on the Zurich market, bear- 
ing interest at 4} per cent and redeem- 


able between 1972 and 1976. 


Capital from Holland—An issue of 
4? per cent 20-year bonds was made 
on the Amsterdam capital market in 
July by the Belgian National Water 
Board. The proceeds are being used to 


redeem a 44 per cent Belgian franc issue 
made in 1951. 


BRAZIL 


Import Payments Freed—A further 
major step in the exchange reform pro- 
gramme was taken at the beginning of 
July when all remaining import pay- 
ments were transferred to the free 
market. 


BULGARIA 


Heavy Lev—Bulgaria plans to intro- 
duce a heavy currency, worth ten times 
the existing one, at the start of 1962. 
No effective change in the exchange 
parity is contemplated at present. 


CANADA 


Mr Coyne: ‘No Misconduct ’—The 
Government’s bill to secure the dis- 
missal of the Governor of the Bank of 
Canada, Mr James Coyne, following his 
refusal at the end of May to comply 
with a request from the Finance Minister, 
Mr Fleming, for his resignation, met 
with opposition in the Senate. After 
hearing testimony from Mr Coyne over 
three days, its Banking and Commerce 
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CAPITAL, Paid-up £ 1,200,000 
RESERVE FUNDS .... 647,386 
LOANS, CREDITORS, 
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Committee found that he had not been 
guilty of misconduct. It therefore re- 
commended the Senate to reject the bill. 
Prior to the taking of the Senate vote, 
Mr Coyne had, however, made it clear 
that he would resign his post volun- 
tarily as soon as his honour had been 
vindicated because he recognized that 
his fight with the Government made a 
change of Governor necessary. Mr 
Rasminsky, a deputy-governor for six 
years, was later appointed to succeed him. 


CENTRAL AFRICAN 
FEDERATION 


Brake on Expansion—Bank rate was 
raised from 5 to 54 per cent at the end 
of June. ‘The budget statement intro- 
duced at the same time also contained 
a number of further disinflationary 
measures, including increases in income 
taxes ON companies, and aimed at re- 
ducing the prospective deficit in 1961-62 
to {2.8 millions. In his budget state- 
ment, the Finance Minister pointed out 
that the economy continued in buoyant 
condition and that the exchange control 
measures introduced earlier in the year 
had succeeded in curbing the decline in 
external payments. 


Participation in Oil—The Federal 
Minister of Commerce and Industry, 
Mr Owen, has announced that agree- 
ment has been reached between Ameri- 
can Independent Oil (Aminoil) and Shell 
on the building of a joint venture in the 
Federation at a cost of £13 millions. 
Aminoil’s participation has been put at 
up to 20 per cent. It is hoped that the 
project will reach the production stage 
by the end of 1963. 


Loans, Foreign and Domestic—The 
Federal Government has secured a loan 
of £5 millions from the UK _ under 
Commonwealth assistance schemes; it 
has also launched a two-year local loan 
of £3 millions, carrying interest at 5} per 
cent, to finance development projects. 


CEYLON 


Priority for Industry—The Govern- 
ment’s programme for the new Parlia- 
mentary session set out in the Speech 
from the Throne provides for a much 
greater emphasis on industrial develop- 
ment. A bill aimed at following up the 
nationalization of life assurance by regu- 
lation of other insurance companies’ 
activities will also be introduced. 


Preference for Planters?—The com- 
mittee appointed by the Finance Minister 
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to examine the impact of taxation on the 
plantation industry urged that plantation 
companies should be granted relief to 
the extent of 14 per cent of the present 
tax burden. It pointed out that the 
new taxes recently imposed had had the 
effect of reducing allocations to capital 
development to a dangerously low level 
so that, unless new arrangements were 
introduced, funds available for invest- 
ment would be totally inadequate. 


World Bank Power Loan—The World 
Bank has made a loan of $15 millions 
to Ceylon for financing electric power 
projects. It is for 25 years and bears 
interest at 5? per cent. Six commercial 
banks, three of them British Eastern 
banks, are participating in the loan for 
a total amount of $1.1 millions without 
the Bank’s guarantee. 


Bait for US Investors ?>—The Finance 
Minister has proposed to the Govern- 
ment that Ceylon should enter into an 
Investment Programme Guarantee 
Agreement with the United States in 
order to encourage American capital to 
participate in the country’s development. 


DENMARK 


Savings and Inflation—At the invita- 
tion of the Minister of Finance the com- 
mercial banks are collaborating with the 
savings banks, the insurance companies 
and the Stock Exchange authorities in 
formulating plans for a new savings 
drive. Its purpose is to contain the 
inflation threat implicit in the steep rise 
in incomes arising from the revision of 
collective wage contracts. 


ECUADOR 
New Par Value—The IMF has con- 


curred in the changing of the par value 
of the country’s currency from 15 to 
18 sucres to the dollar and put a stand- 
by credit of $10 millions at Ecuador’s 
disposal. ‘The country is also discon- 
tinuing most of its multiple exchange 
rate practices. Under the new system 
at least 90 per cent of all trade transactions 
will be conducted within 1 per cent 
of parity. 


EL SALVADOR 


Dollars from the Fund—The IMF 
has granted the country a_ stand-by 
credit of $11} millions for use over the 
next twelve months. This is intended to 
strengthen the external reserves and so 
safeguard the convertibility of the colon. 
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EUROPE 


No EIB Loan for Greece ?—The 
European Investment Bank has protested 
against the proposal that it should lend 
$125 millions to Greece under the 
agreement for Greek association with 
the Common Market. It has argued 
that its resources and constitution do 
not permit it to make advances on this 
scale and that in any event it should 
not be required to assist Greece until 
that country has attended to the default 
on its pre-war bonds. 


Borrowing in Amsterdam—The Euro- 
pean Investment Bank has arranged a 
bond issue of Fls 50 millions in 44 per 
cent stock repayable 1971-75 on the 
Amsterdam market. 


FINLAND 


EFTA Membership—On June 26 the 
Agreement creating an Association be- 
tween the member states of EFTA and 
Finland entered into force. Accord- 
ingly, on July 1, the member states of 
EFTA extended to Finland the 30 per 
cent tariff reductions which they granted 
to each other. Finland reduced by 
30 per cent its tariffs on the bulk of its 
imports from the EFTA countries, and 
by 20 per cent its tariffs on certain 
specified commodities. 


FRANCE 


Germany Gives Way on Agriculture 
—After many months of negotiation, the 
French authorities have persuaded the 
German Government to admit imports 
of live cattle from France. It is hoped 
that this indication that Germany is 
starting to apply the common agri- 
cultural policy of the European Eco- 
nomic Community will serve to curb 
the unrest among French farmers which 
has recently been causing much concern. 


Longer Treasury Bills—The Treasury 
has initiated the issue of a Treasury bill 
with a currency of three or five years at 
the option of the subscriber. It bears 
interest at 44 per cent. during the first 
three years and at 4} per cent there- 
after. Previously no bills with a currency 
of more than three years were issued. 


GERMANY 


Lightening the Tax Load—lIn late 
June Parliament approved a Govern- 


ment plan for tax concessions amounting 
to DM 1,500 millions. 


These include 


573 


special relief for businesses investing in 
the under-developed countries. Most of 
the resulting loss of revenue will be felt 
by the local authorities and federal 
states, the cost to the federal budget 
being put at only DM 300 millions. In 
any case it is expected that the loss 
will be more than offset by the buoyancy 
of revenue produced by the boom. 


EIB Railway Loan—Arrangements have 
been made for a loan of DM 100 mil- 
lions to the state-owned West German 
railway organization by the European 
Investment Bank, a Common Market 
agency, for financing the electrification 
of a main north-south trunk route. In 
view of Germany’s huge payments sur- 
plus the loan has caused some surprise 
although it is consistent with the objec- 
tives of the Bank. The decision may be 
explained by the fact that demands for 
accommodation from less developed 
regions have been much lighter than 
anticipated. 


HONG KONG 


Appeasing Textile Interests — The 
Government is setting up an Advisory 
Board in an effort to prevent further 
clashes between the administration and 
the commercial community such as that 
which arose recently as a result of the 
action of the three leading textile asso- 
ciations in issuing a statement about 
the future of the voluntary restrictions 
on exports to Britain without consulting 
the authorities. Each of the three major 
textile associations will have two seats. 
Six other commercial and _ industrial 
bodies will each have one seat. The 
findings of the Board will be submitted 
to the Government which will take 
them into account in making final 
decisions. The three major textile asso- 
ciations have flatly rejected a UK pro- 
posal that the gentlemen’s agreement 
restricting sales on the British market 
should be extended for eleven months. 


INDIA 


$250 millions from IMF—The con- 
tinued decline in reserves, which had 
reduced them to within Rs 100 millions 
of the modified minimum cover for the 
note issue prescribed by the Reserve 
Bank of India Act, led the Government 
to negotiate a drawing of $250 millions 
from the IMF in early July. Of the 
total, $110 millions is in US dollars, 
$60 millions in sterling, $45 millions 








in D-marks, $15 millions in French 
francs, $15 millions in Italian lire and 
$5 millions in Japanese yen. 


Finance for Roads—The International 
Development Association, the World 
Bank’s affiliate, has granted India a $60 
millions loan for highway development, 
sufficient to cover half the proposed 
expenditure on national highway de- 
velopment during the first 34 years of 
the Third Five-Year Plan. 


—And Harbours—A loan of $25 mil- 
lions has been granted by the World 
Bank to the Port Commissioners of Cal- 
cutta to improve the facilities of the port. 


IRAQ 


Disclaimers on Oil—The Minister of 
Oil, Mr Mohammed Salman, told a 
press conference held on July 10 that 
Iraq had no intention of nationalizing 
the British Iraq Petroleum Company’s 
properties in Iraq. He said that nobody 
in the Government was thinking of 
nationalizing oil companies and denied 
that Iraq had approached the Italian 
Eni-Agip oil concern about a possible 
supply of technicians to replace those 
of the Iraq Petroleum Company. 


IRISH REPUBLIC 


Pointers in the Economy—The Cen- 
tral Bank’s annual review states that 
broad economic trends have continued 
favourable with expansion in all sectors 
and reasonable stability of prices. It 
foresees some deterioration in the balance 
of payments mainly due to higher im- 
ports of industrial raw materials and 
grain, but suggests that any external 
deficit which may be incurred during 
1961 need not be regarded with anxiety 
in so far as it is associated with the 
importation of capital goods and in- 


dustrial materials. ‘The future course 
of Irish exports had to be viewed in the 
light of economic prospects in the 
United States and Britain, while longer- 
term external trade and economic 
growth would be substantially influenced 
by such factors as Irish membership of 


EEC and GATT. 
ISRAEL 


Insufficient Projects ?—Although some 
fields of Israeli industry are still in need 
of capital, foreign interest in other sectors 
is so strong that the authorities are 
sometimes hard put to suggest suitable 
projects for investment. According to 
official estimates, the coming five years 
may see a flow of foreign capital into the 
country of between £180 millions and 
£215 millions sterling. 


ITALY 


World Bank Borrowing—The World 
Bank has made its first issue of 15,000 
million lire (about $25 millions) on the 
Italian capital market in 25-year deben- 
tures carrying interest at 5 per cent. 


Shorter Week for Banks—Following 
the introduction of a five-day week, the 
commercial banks discontinued Saturday 
opening at the beginning of July, except 
in the case of currency offices at sea- 
and air-ports and frontier posts. 


JAPAN 


Peak in Overseas Lending — The 
Ministry of Finance has reported that 
Japanese loans and investments rose by 
$278 millions in the year ended 
March 31, to the highest ever figure of 
$693 millions. In addition there were, 
at that date, unutilized commitments of 
$764 millions, excluding the sums pro- 
vided for by economic co-operation 
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agreements with Burma, the Philippines 
and Indonesia. Of the investments 
actually made, $261 millions repre- 
sented direct investment and $432 mil- 
lions export credit financing. 


Prescription for Growth—A _ survey 
prepared by the Economic Planning 
Agency and approved by the Cabinet 
stresses the desirability of sustained 
balanced growth. It forecasts a con- 
tinuance of the country’s recent rapid 
economic advancement but points out 
that if the pace becomes too fast such 
difficulties as a shortage of labour and 
a rise in prices may be encountered. 


Bank Loans Cut—Early in July the 
Economic Advisory Council expressed 
the view that the present rate of invest- 
ment in private equipment was excessive 
and shortly afterwards the Ministry of 
Finance requested the principal city 
banks to cut loans to enterprises so as 
to reduce investment in equipment to 
not more than 90 per cent of the amount 
planned for the current financial year. 


Paying Off US Aid—Agreement has 
been reached with the US authorities 
on a settlement of debts arising from 
American post-war assistance to Japan. 
Altogether a sum of $490 millions will 
be paid over to the US in six-monthly 
instalments over a period of 15 years. 


Dunlop Modernizes—British Dunlop’s 
Japanese subsidiary has announced that 
it is carrying out a £5 millions sterling 
modernization programme at its local 
factories. 


LAOS 


Into Bank and Fund—Laos has be- 
come a member of the World Bank and 
the IMF. Its capital subscription to the 
Bank has been fixed at $74 millions and 
its quota in the Fund at $10 millions. 


MALI 
Tied Loan from UAR ?—A credit 


amounting to £E6 millions has been 
obtained from the United Arab Republic 
to help finance public works projects, 
industrialization and imports of con- 
sumer goods. It is repayable over seven 
years with interest at 24 per cent and 
can apparently be spent only in the UAR. 


MEXICO 


New Line Operational—The Chi- 
huahua-Pacific Railway which runs from 
the Mexico-Texas border to the Gulf 
of California has been completed at a 
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cost of £31 millions. It is 563 miles 
long and opens up a hitherto backward 
area of the country, giving cotton growers 
access to the Pacific. 


NETHERLANDS 


Trade Gap Bigger—There was a 
deficit in external trade ,of Fls 1,686 
millions in the first half of the year, an 
increase of Fls 640 millions on that 
recorded in the comparable period for 
1960. While imports were Fls 1,000 
millions higher than a year earlier, ex- 
ports recorded an increase of only 
Fis 335 millions. The comparative slug- 
gishness of exports is said to be partly 
due to the effects of the revaluation of 
the guilder at the beginning of March. 


Tax on Bonus Issues—Scrip issues 
from share premium reserves created as 
a result of company mergers will in 
future be subject to tax. 


NEW ZEALAND 


Further Import Restrictions—It was 
announced in the second half of June 
that the current import licensing period 
was being extended by six months to the 
middle of 1962. Mr Marshall, the 
Customs Minister, explained that this 
was necessary if the country was to 
avoid very real balance of payments 
difficulties towards the end of this year. 
The next period will be from mid-1962 
to mid-1963. A new customs. tariff 
planned to take effect at the beginning 
of July next year is to be submitted to 
Parliament for approval. 


NIGERIA 


Home Brew for Nigerians — The 
construction of a brewery expected to 
cost just under £2 millions sterling has 
been begun by Guinness. [Initially all 
raw materials will be imported, but it is 
hoped that experiments now being con- 
ducted by the Agricultural Department 
of the Northern Region Government 
will make possible the growing of suit- 
able barley within the country. 


NORWAY 


Control by Directives—A series of 
measures aimed at curbing internal de- 
mand have been set out in a circular 
issued to financial institutions by the 
Bank of Norway. This calls on all 
banks to reduce their outstanding loans 
and directs them and the insurance 











state and state-guaranteed securities. 
The circular sanctions an increase in 
some short-term interest rates, including 
those on overdrafts and time deposits, 
but instructs the banks to help to main- 
tain the current rate of 5 per cent on 
certain forms of long-term borrowing. 

The Minister of Finance, Mr Bjerve, 
had previously explained that although 
the country was experiencing an excess 
of demand it was not the Government’s 
intention to raise Bank rate. The capital 
market was so constructed that a change 
in Bank rate affected the entire structure 
of interest rates. That being so, a 
change in that rate should be made only 
when it was desired to change long-term 
rates, account being taken of the effect 
on construction costs of power stations, 
housing and industrial plants. To cor- 
rect short-term business cycle fluctua- 
tions, other measures within the frame- 
work of the credit agreement between 
the central bank and the credit insti- 
tutions should be adopted. 


Government Subsidy for SAS—Parlia- 
mentary approval has been secured for a 
Government plan to grant a subsidy of 
Kr 69 millions to the Scandinavian Air- 
lines System for assisting its refinancing 
programme. 


PAKISTAN 


Help for Backward Areas—The bud- 
get statement for 1961-62 presented at 
the beginning of last month featured 
special measures to aid _ industrially 
backward areas and to attract external 
finance and technical advice. 


Rs 83 Millions from Petrol Com- 
panies—The ordinance empowering the 
Government to collect a development 
surcharge on petroleum products sold 


companies to increase their holdings of 


by Western companies has now been 
published. The ordinance, which gives 
effect to a law introduced in 1959, 
enables the Government to _ collect 
Rs 58 millions from the companies for 
periods prior to mid-1961 and Rs 25 
millions for the current financial year, 


PHILIPPINES 


Central Bank Stimuli—The Monetary 
Board of the Central Bank has further 
relaxed credit restrictions. It has also 
sanctioned an issue of bonds to the 
commercial banks for financing the 400 
million pesos public works programme, 


PORTUGAL 


Shipbuilding Development—Plans for 
giving the country a national shipyard 
are said to have reached an advanced 
stage, with every probability that Ger- 
man concerns will be awarded the main 
contracts. It is hoped that the proposed 
yard, which may cost about 1,000 
million escudos, will make it possible 
for Portugal to meet all her own shipping 
requirements. In the past the country 
has relied mainly on British, Belgian 
and Japanese yards for new ships, 
Repairs in foreign yards alone are said 
to have been costing the equivalent of 
£20 millions per annum. 


SOUTH AFRICA 


IMF Bolsters Reserves—A stand-by 
credit of $75 millions for a period of 
twelve months was arranged with the 
IMF at the beginning of last month to 
strengthen foreign currency reserves. 
It represents the second and _ third 
tranches of South Africa’s drawing rights, 
the first tranche having been taken up at 


the end of 1960. 
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SPAIN 


Convertibility for the Peseta—The 
Government’s intention to make the 
peseta convertible in principle has been 
announced in view of the favourable 
evolution of Spain’s economy at home 
and abroad. ‘The precise implications 
of the official statement are being set 
out in detailed regulations prepared by 
the Institute for Foreign Currency. 
One effect will be to make peseta balances 
held by non-residents freely transfer- 
able at the official rate of exchange. 


SUDAN 


Overseas Aid for Roseires Dam— 
The World Bank and the International 
Development Association are jointly 
making available to the Sudan the 
equivalent of $324 millions to help 
finance the construction of the Roseires 
Dam on the Blue Nile. The Bank is 
making a loan of $19 millions, repayable 
over 25 years with interest at 5? per 
cent, and the IDA is granting an 
interest-free credit of $134 millions, to 
be amortized over a period of 40 years 
after an initial ten-year period of grace 
has elapsed. Western Germany has also 
undertaken to contribute to the financing 
of the dam through a $19 millions loan, 
repayable over 20 years with interest at 
43 per cent, by the Kreditanstalt fiir 
Wiederaufbaum, a state enterprise. 


SWITZERLAND 


Ceiling on Credit—A circular issued 
to the commercial banks by the central 
bank has stressed the need for con- 
tinued restraint in the provision of credit 
in view of the tendency for the economy 
to become overstrained. No fixed 
standards are set, but it is suggested 
that the banks should aim to keep the 
total of credit from rising beyond the 
existing level and should make a special 
effort to be sparing in the provision of 
building finance. 


TAIWAN 


Central Bank Reopens—The Central 
Bank of China, which closed down in 
1949, is being reopened to take over 
central banking functions from the Bank 
of Taiwan. 


TURKEY 


Blue-Print for Development —The 
Government has given its approval to 
the outline 15-year development plan 
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drawn up by the State Planning Or- 
ganization set up towards the close of 
last year. This is to serve as a master 
plan within which the Organization will 
draw up detailed plans for three periods 
of five years. The intention in the first 
period is to increase per capita income 
by 7 per cent per annum and it is cal- 
culated that to achieve this 18 per cent 
of the gross national income will have 
to be saved. 


Further Aid from IBRD—The World 
Bank has offered to grant another loan 
of $20 millions for financing improve- 
ments and extensions of the Seyhan 
Dam and the hydro-electric power 
project near Adana which was completed 
in 1956 at a cost of some $56 millions. 


UNITED ARAB REPUBLIC 


New Deal for Cotton Exports—The 
first meeting of the new joint council 
of Government officials and representa- 
tives of export organizations held to- 
wards the end of June formulated a new 
cotton export policy, one of the main 
aims of which will be to regain those 
markets for Egyptian cotton in Western 
Europe, India, America and Japan which 
have been lost in recent years. It was 
decided that the new crop should be 
marketed in full along with the carry- 
over from the previous crop. 


Barter with Britain—Egypt has agreed 
to place orders for British capital goods 
to the value of £5 millions over the 
next twelve months in return for the 
purchase by Britain of Egyptian cotton 
to the value of £24 millions. ‘The deal 
has been arranged by Emerson Asso- 
ciates, a UK company of export con- 
sultants linked with Close Brothers, the 
merchant banking firm. 


USSR 


More Trade Beyond the Curtain— 
Estimates prepared by the United 
Nations Food and Agriculture Organi- 
zation indicate that Russian trade with 
non-Communist countries doubled be- 
tween 1955 and 1959, from $1,343 mil- 
lions to $2,600 millions. Exports rose 
by 90 per cent and imports by almost 
100 per cent. Over the same period, 
exports to Communist countries showed 
an increase of 514 per cent, while im- 
ports from these countries recorded a 
57 per cent rise. In 1959 almost half of 
Russia’s total trade was with China, East 
Germany and Czechoslovakia. 





APPOINTMENTS 


Bank of Scotland—Head Office—Premises 
Dept: Mr J. H. Barron, joint staff manager, 
to be manager on retirement of Mr W. W. 
Malcom; Staff Dept: Mr R. Brown to be 
sole staff manager. 

Barclays Bank—Representatives’ Offices, 
San Francisco: Mr A. G. Fleming, from 
Imperial Bank of Canada, to be Pacific 
representative im succession to the late 
Mr P. C. Eccles. Head Office, Inspection 
Dept: Mr H. W. Sparks, from Metropolitan 
Police Force, and Mr R. H. A. Vickery, 
from Bayswater, to be inspectors. Birming- 
ham, Colmore Row: Mr A. Hargreaves, 
from Vicar Lane, Leeds, to be joint manager. 
Beacontree Heath: Mr W. G. White, from 
Stratford Broadway, to be manager on 
retirement of Mr E. S. Burn. Buxton: Mr 
G. Dransfield, from Stockport, to be 
manager on retirement of Mr E. V. Jones. 
British Linen Bank—Golspie: Mr J. 
Irvine, from Helmsdale, to be manager on 
retirement of Mr G. McGowan. JHelms- 
dale: Mr W. Johnstone, from Forres, to be 
manager. 

Credito Italiano—Mr G. B. Petronio to be 
London representative on retirement of 
Mr O. Petit. 

District Bank—Hebden Bridge: Mr H. 
Broughton to be manager. Liverpool, Dale 
St: Mr D. K. Jones to be manager. Rams- 
bottom: Mr W. Emmett to be manager. 
Hambros Bank—Mr J. Clay and Count 
Frederick Charles Seilern-Aspang have 
joined the board; Mr Clay has also become 
a managing director. 

Hongkong & Shanghai Banking Corpn— 
London office: Mr G. O. W. Stewart to be 
a manager. 

Lloyds Bank—Head Office: Mr M. T. 
Wilson to be assistant chief general manager. 
London—Battersea: Mr J. H. Shaw, from 
Hendon Central, to be manager on retire- 
ment of Mr F. W. J. Mayor; Finchley, 
Church End: Mr D. Hood, from 81 Edgware 
Rd, to be manager. Birmingham—Aston 
Rd: Mr T. P. Pickard, from Ivy Bush, to 
be manager; Jvy Bush: Mr G. F. J. Challen, 
from Jersey, to be manager. Cardiff, Birch- 
grove: Mr T. G. Lewis to be manager. 
Cheam: Mr S. L. Moon, from Putney, to 
be manager. Keighley: Mr A. H. Smith, 
from Harehills, Leeds, to be manager. 
Martins Bank—Mr J. A. Naisbitt, dist 
general manager (special duties), to be joint 
general manager (special duties). Liverpool 
Dist Office: Mr D. J. Rutter, from London dist 
office, to be Liverpool dist superintendent 
of branches. London, Knightsbridge: Mr 





G. H. M. Clayton, from Liverpool dist 
office, to be manager. Bath: Mr C. Askew, 
from Knightsbridge, to be manager. 

Midland Bank—Head Office: Mr W. G. 
License, from City Sq, Leeds, to be a 
superintendent of branches. 


London— 


AND RETIREMENTS 
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Kingsway: Mr W. St C. Pattinson, from 
Wigmore St, ‘to be joint manager; New 
Oxford St: Mr R. P. M. Child, from Vic- 
toria St, Westminster, to be manager in 
succession to Mr T. E. Evans; Victoria St, 
Westminster: Mr R. J. M. Thayer to be 
assistant manager in succession to Mr 
R. P. M. Child; Wigmore St: Mr T. E. 
Evans, from New Oxford St, to be manager 
in succession to Mr W. St C. Pattinson. 
Bristol, Fishponds: Mr R. A. G. Jones to be 
manager on retirement of Mr J. L. Price, 
Morgan Grenfell & Co—Lord Rennell and 
Sir George Erskine are to retire as managing 
directors, but will remain directors; Mr 
K. C. P. Barrington to be a director and a 
managing director; Mr W. E. Drew to be 
general manager. 

National and Grindlays Bank—Mrr E. J. 
Mackenzie Hay, a deputy chairman, has 
resigned from the board. 

National Bank of Australasia—Lord 
Rennell of Rodd to be chairman of the 
London Board of Advice on resignation of 
Mr Harald Peake. Mr T. B. C. Bell, 
assistant chief inspector, to be London 
general manager in_ succession to Mr 
R. E. Ash. 

National Commercial Bank of Scotland 
—Edinburgh—Newington: Mr A. B. Young, 
manager of Salisbury Place, to be also 
manager on retirement of Mr J. B. Russell; 
South Side: Mr 'T. T. Holton, manager of 
Nicolson St, to be also manager on retire- 
ment of Mr R. J. Thomson. 

National Provincial Bank—Premises Dept: 
Mr G. K. Croft to be deputy manager. 
Stock Dept: Mr V. C. I. Wallace to be 
deputy manager. Trustee Dept: Mr J. H.N. 
Teasdale to be manager, Securities Section. 
Bishop Auckland: Mr F. D. Hughes, from 
Wetherby, to be manager on retirement of 
Mr A. F. Wardale. Leicester, Belgrave Rd: 
Mr W. B. A. Thomas, from Stretford Rd, 
Manchester, to be manager on retirement of 
Mr E. O. Rose. 

Westminster Bank—Head Office: Mr F. G. 
Bell, from Grosvenor Gardens, to be an 
assistant staff controller. Overseas Branch: 
Mr E. T. Harvey, frem Bishopsgate, to be 
an assistant manager. London—Grosvenor 
Gardens: Mr J. B. O’Sullivan, from Caxton 
House (Westminster), to be manager; 
Maida Hill: Mr J. D. Hampton, from 
Golders Green, to be manager. Addlestone: 
Mr A. W. Barber, from Woking, to be 
manager on retirement of Mr W. J. Gentry. 
Atherton: Mr G. R. Houldsworth, from 
Corn Exchange, Manchester, to be manager 
on retirement of Mr F. Richardson. Ax- 
bridge: Mr A. W. Pearse, from Wincanton, 
to be manager on retirement of Mr H. R. 
Newton. Blackburn: Mr J. B. Aldredf 
from Leeds, to be manager on retirement 0, 
Mr L. Dandy. Cockermouth: Mr R. G. 
Wilcock, from Whitehaven, to be managet. 
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Date 


1938 


End-Dec: a 


1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 


1959 

Jan. 21 
Feb 18 
Mar 18 
Apr 15 
May 20 
June 17 
June 30 
July 15 
Aug 19 
Sept 16 
Oct 21 
Nov 18 
Dec 16 
Dec 31 


1960 

Jan 20 
Feb 17 
Mar 16 
Apr 20 
May 18 
June 15 
June 30 
July 20 
Aug 17 
Sept 21 
Oct 19 
Nov 16 
Dec 14 
Dec 31 


1961§ 

Jan 18 
Feb 15 
Mar 15 
Apr 19 
May 17 
June 21 
July 19 


* Excluding items in course of collection and transit items. 


Net 


Deposits* 


{mn 


2,200 


5,945 
6,056 
6,256 
6,421 
6,137 
6,209 
6,390 
6,618 
6,995 
7,121 


6,509 
6,244 
6,235 
6,279 
6,253 
6,365 
6,523 
6,532 
6,541 
6,618 
6,766 
6,745 
6,903 
6,995 


6,924 
6,687 
6,559 
6,631 
6,625 
6,670 
6,791 
6,779 
6,760 
6,773 
6,804 
6,798 
6,901 
7,121 


6,952 
6,769 
6,697 
6,857 
6,840 
6,952 
7,038 





London Clearing Banks 
Liquid 
Assets 


£mn 


2,100 
2,327 
2,460 
2,382 
2,471 
2,492 
2,664 
2,493 
2,628 
2,251 


2,421 
2,141 
2,053 
2,092 
2,080 
2,192 
2,270 
2,283 
2,280 
2,339 
2,477 
2,419 
2,543 
2,628 


2,541 
2,296 
2,217 
2,262 
2,244 
2,253 
2,292 
2,259 
2,266 
2,276 
2,287 
2,288 
2,399 
2,251 


2,456 
2,252 
2,188 
2,349 
2,314 
2,395 
2,472 


Zot 
29.5 


33.2 
36.0 
36.7 
34.3 
37.4 
37.4 
38.4 
34.6 
34.3 
32.6 


32.2 
32.9 


Special 
Deposits 


£mn 


(102.0)f 
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147. 
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145 
145. 
147. 
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FINANCIAL STATISTICS 


Investments 


Total 


£mn 


637 


1,965 
2,148 
2,275 
2,353 
2,016 
1,980 
2,049 
2,102 
1,710 
1,271 


2,021 
1,962 
1,928 
1,884 
1,837 
1,816 
1,812 
1,811 
1,802 
1,789 
1,729 
1,729 
1,720 
1,710 


1,698 
1,618 
1,501 
1,439 
1,405 
1,376 
1,349 
1,340 
1,317 
1,312 
1,304 
1,289 
1,288 
1,271 


1,256 
1,238 
1,187 
1,114 
1,106 
1,084 
1,049 


22.9 
22.7 
21.3 
20.0 
19.8 
19.2 
18.1 
18.5 
18.2 
18.2 
18.0 
17.7 
17.1 
16.2 


16.9 
17.1 
16.5 
15.2 
15.0 
14.6 
13.9 


Govt 
{mn 


1,889 
2,076 
2,194 


1,159|| 


1,912 
1,853 
1,816 
1,766 
1,719 
1,698 
1,693 
1,684 
1,667 
1,608 
1,607 
1,597 


1,571 
1,486 
1,368 
1,309 
1,275 
1,245 
1,210 
1,185 
1,183 
1,175 
1,160 
1,159 


1,142 
1,124 
1,074 
1,001 
994 
972 





Advances 
Net Gross 


{mn 


964 


1,860 
1,665 
1,611 
1,783 
1,747 
1,832 
1,777 
2,126 
2,818 
3,323 


2,170 
2,251 
2,364 
2,412 
2,467 
2,496 
2,580 
2,580 
2,616 
2,649 
2,716 
2,752 
2,795 
2,818 


2,846 
2,933 
3,006 
3,094 
3,133 
3,134 
3,242 
3,236 
3,195 
3,203 
3,231 
3,238 
3,229 
3,323 


3,260 
3,303 
3,354 
3,423 
3,446 
3,497 
3,550 


Zot 
43.1 


30.9 
27.4 
25.9 
27.8 
28.4 
29.1 
27.6 


40.0 


45.2 
44.9 


45.5 
47.2 
48 .3 
48.4 
48 .6 
48 .6 
48.9 


t All asset ratios are computed in relation to gross deposits, and the advances ratio refers 
to gross advances. 


| Treasury Deposit Receipts. 
§ Figures subsequent to December 31, 1960, are affected by the transfer of Lloyds Bank’s 


Eastern branches to National & Grindlays. 
ing banks by about £50 millions; the distri 


assets is not known. 


|| Mid-December. 
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This reduced the total of deposits at the clear- 
bution of the reduction in the clearing banks’ 


Trend of “ Risk ’’ Assets 
(£ million) 
































June 21, 1961 - Change in ~ 
% Of Year to Monthly Periods 
Gross June, 1961 —— 
Deposits 1961 Mar Apr May June 
Investments: 
Barclays 260.0 15.1 —- 65.9 -—14.9 a - 0.2 -20.2 
Lloyds 222.8 17.3 — 42.1 — —- 5.4 —- 4.9 — 
Midland 248.7 15.5 — 62.9 -19.8 -10.0 -— — 
National Provincial . 102.9 11.7 — 48.3 -10.0 -27.9 — + 0.5 
Westminster . fa0-6 92:8 — 46.2 — — 24.3 — — 
District 29.7 11.6 — 13.4 - 2.0 - 0.4 - 2.9 — 
Martins ' 47.8 13.4 —- 2.7 —- - 2.7 = — 
Eleven Clearing Banks 1, 084.2 14.6 — 292.0 -50.6 -72.6 - 8.4 -—21.9 
Advances: 
Barclays 825.4 48.0 +105.0 +17.1 +21.3 + 9.6 +10.8 
Lloyds 631.8 49.1] + 30.0 + 7.1 +15.2 + 4.7 4+18.6 
Midland 790.3 49.3 +104.1 + 8.9 — +12.1 +413.1 
National Provincial . 445.0 50.8 + 48.0 +13.8 +24.4 -- —- 4.5 
Westminster . 456.2 46.1 + 29.3 - 12 + 6.1 - 0.4 4+ 9.1 
District $32.8 57.7 + 17.5 +3.0 + 4.7 - 3.2 + 5.0 
Martins 166.3 46.7 + 8.6 +36 +1.6 -0.9 —- 5.7 
Eleven Clearing Banks 3, 619.3 48.6 +361 .6 +52.9 +70.5 +24.8 ++48.5 
Trend of Bank Liquidity* 
1958 1959 1960 1961 
Dec Dec Dec 
Mar 31 Mar 31 Mar June 31 Mar Apr May June 
Zo Yo Zo Yo Yo Yo Yo Yo Yo a 
Barclays 34.2 34.4 30.1 32.9 31.0 31.2 31.4 30.2 30.8 30.0 32.0 
Lloyds 31.9 34.7 29.5 32.9 31.0 30.7 32.6 31.0 30.8 30.8 30.5 
Midland 33.9 35.3 D4 %.1 @®.1 D5 3.31 D5 31.7 B22 We 
National Prov 34.0 36.0 31.1 37.0 30.0 31.7 33.5 29.8 31.3 31.8 32.6 
Westminster... 35.4 33.2 32.8 33.4 33.4 32.6 32.2 32.0 36.0 35.9 36.2 
District 20.3 3a.8 Bed Ba.3 m.2 33.5 HS BRS BS 22 Be 
Martins 35.9 36.2 31.1 34.3 31.9 32.9 34.5 29.7 32.7 32.1 34.6 
All Clearing 
Banks .. 33.9 34.6 31.0 34.3 31.5 31.5 32.6 30.4 32.0 31.5 32.2 


* Cash, call money and bills shown as percentage of gross deposits. 





Money and Bill Rates 





Mondays: July 18, June 19, June 26, July 3, July ‘ July 17, a _ $ 
1960 1961 1961 1961 196 1961 
per cent 
Bank rate .. 6T 5 5 5 5 7 
Treasury bills: 
Average allotment rate* 54 4h 413 4 433 4? 68 
Market’s dealing rate, 

3 months rp SH 45 438 433 413 4h 6 
Bankers’ deposit rate + 3 3 3 3 3 5 
Short money: 

Clearing banks’ minimum 43 3% 32 32 32 33 53 
Floating money .. 44-54 3%§43 3442 314% 32343 3-44 ers 
US Treasury Bill. . a.00) - @aane 2.259 2.305 2.332 2.308 


* Preceding Friday. tf Raised from 5% on 23. 60. t Lowered to 54% on . onl 
and to 5% on 8.12.60. § Friday following rise to 7% on 25.7.61. 
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Date 


1938 


1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 


July 
Aug 
Sept 
Oct 

Nov 
Dec 


1961 


Jan 


Feb 


Apr 
May 
June 
July 


1938 
1951 


1955 
1956 
1957 
1958 
1959 
1960 








Note 
Date* Issue 

{mn 
1938 (av) 17.9 
1951 Dec 77.3 
1952 ,, 85.6 
1953 ,, 92.3 
oe » 97.7 
1955 ,, 104.8 
1956 ,, 112.8 
at « Seas 
Se 
1959 ,, 122.4 
1960 ,, 125.3 
1960 
July 128.4 
are 
Sept .. 121.4 
Oct 19 121.2 
Nov16 122.8 
Dec 21 125.3 
1961 
Jan 18 119.2 
Feb 15 120.8 
Mar15 123.3 
Apr 19 124.5 
May17 126.6 
June 21 126.0 
July 19 131.6 
1938 (av) 5.3 
1951 Dec 9.2 
1955 _,, 8.4 
1956 ,, 10.2 
ye? « 9.9 
1958 ,, 9.3 
1959 ,, 8.7 
1960 ,, 8.5 
1960 
May 8.9 
June 8.9 
July 8.8 
Aug 8.7 
Sept 8.5 
Oct 8.4 
Nov 8.4 
Dec 8.5 
1961 
Jan 8.4 
Feb 8.3 
Mar .. 8.9 
April .. 8.9 
May .. 8.8 


Net 


Depositst 


{mn 


233.0 


668 
675 
691 
738. 
672. 
659. 
676 
687. 
727 
708 


ONwW USN FS “PR 


723. 
716. 
714 
694. 
702. 
708. 


OhUWWO 


688. 


687. 
693. 
705. 
699. 
705. 


NNOAN«) 


46 
106. 


120 
118 
116 
124 
132. 
134 


SAKMDAANW Un 


132 


ase 

Ww 

Ww 
CONNOWACH 


134. 


Scottish Banks 


Liquid Special Investments 
Assets} Deposits Total Govt 
{mn % {mn ia. 3O- £a 
34.0 13.9 —- 142.2 58.1 — 
90.7 12.0 (6.0)§ 384.2 50.9 373.5 
122.9 16.3 382.2 50.6 369.7 
113.3 14.6 — 416.6 53.7 403.7 
119.8 14.3 — 430.5 51.4 419.0 
120.6 15.5 — 378.1 48.7 364.9 
121.7 16.0 — 359.4 47.1 345.2 
143.8 18.4 — 351.7 44.9 339.3 
127.9 16.2 — 349.1 44.1 335.6 
137.1 16.5 — 313.5 37.7 289.0 
131.8 16.3 — 265.8 32.9 240.1 
99.2 12.7 + 285.5 36.6 zy 
98.5 12.7 vou 285.7 37.1 ~ 
123.5 16.0 7.8 267.2 34.5 241.4 
128.2 16.3 pe , 265.7 33.8 240.0 
127.9 15.8 y Se 265.9 32.9 240.2 
131.8 16.3 7.9 265.8 32.9 240.1 
119.6 14.9 8.0 262.6 32.8 237.0 
113.2 14.3 7.9 299:4 34.4 aaa. 
106.7 13.7 7.9 252.7 32-3 227.0 
108.4 13.8 7.9 251.6 31.9 226.0 
123.9 14.9 7.9 251.2 30.9 226.1 
115.0 14.1 8.3 250.7 30.8 225.9 
102.1 12.8 8.1 250.6 3i.3 2a0;0 

Northern Irish Banks|| 

7 ee — rr -) ae ay 
6.0 4.9 — 55.2 44.8 (113.9) 
8.3 6.3 -— 57.4 43.3 (101.3) 
tun. Boe — 55.6 41.5 (95.5) 
Vee SF — 54.6 39.9 (98.0) 
Dia: ove aa 55.9 39.1 (105.6) 
10.8 7.2 oo 53.6 35.6 (100.0) 
7 62-0 46.6 30.6 (89.1) 
5.4 3.7 a 52.1 35.9 ue 
8.6 5.8 _— 50.1 33.5 (93.1) 
va S29 —— 50.1 34.6 Pe 
6.8 4.6 a 49.7 33.9 ms 
8.0 5.4 —— 49.5 33.7 (92.2) 
8.9 6.0 — 49.3 33.3 an 
9.7 638 — 48.6 32.5 ng 
9.7 6.4 — 46.6 30.6 (89.1) 
7 Ee be a 48.5 31.8 

8.8 5.8 -— 48.9 32.4... 
8.9 5.9 — 49.5 32.4 (90.7) 
10.1 6.5 _- 47,2 FOG si 
2 oe o 47.5 30.4 





Advances 
{mn % 

82.6 33.7 
221.7 29.4 
200.7 26.5 
191.8 24.7 
217.8 26.0 
200.4 25.8 
204.8 26.9 
206.9 26.4 
235.6 29.8 
311.6 37.5 
342.7 42.4 
338.7 43.5 
335.7 43.5 
336.5 43.4 
333.3 42.4 
341.4 42.3 
342.7 42.4 
338.9 42.3 
344.1 43.4 
352.1 45.0 
366.5 46.5 
362.8 43.7 
365.9 45.0 
385.0 48.1 


42.5 


43.6 
41.8 
41.5 
44.8 
46.6 
52.8 


wi 
ON 
WCWNOs!]—-0O > 


53.4 
53.3 
56.7 
55.2 
56.5 
55.9 
55.5 
52.8 


oo 
—_ 
Wwe OOOO +10 


52.2 
53.9 
54.6 
54.8 
54.8 


re) 
Ww 
Akhwr 


85.7 


* For Scottish banks figures before Oct, 1960, relate to dates varying from bank to bank 
between the middle and end of month. For N. Irish to June 30 and Dec 31 and dates in 


middle of other months. 


t+ Excluding items in course of collection and transit items. 


| Liquid assets comprise cash (excluding 100% note cover, above “ authorized ” circu- 
lation), balances with Bank of England, money at call and bills; all ratios calculated as 
§ Treasury Deposit Receipts. 

|| Actual liabilities and advances of banking offices in N. Ireland other than National 
Bank, which is a London clearing bank; liquid assets and investments are computed pro- 
portions of the banks’ total 
but British Govt. securities are actual holdings including those of offices in Eire. 


percentage of gross deposits. 





581 


holdings based on ratio of deposits in N. Ireland to total deposits; 





Government Sales of Marketable Securities 
Stock shown in bold figures; Treasury bills in italics 





Official Domestic Banking ** Non-Bank ” 
Sales (+) Portfolios Portfolios 
Home 
Clearing Scots Discount Total Overseas and Total 
(£ millions) Banks Banks Market Official Overseas 
Private 

1951* +862t +417 -27 -—- 3 +4387 ‘sy ‘s +475t 
— 862 -382 +3 -110 -489 -366 - 7 —373 
1952 +324} +187 +2 -23 +16 og te + 158} 
+ 286 +392 +17 +77 4486 -310 +110 -200 
1953 +507¢ +119 +34 +92 +4244 a Re +263 
+309 ice. = 2 = FF 5 +208 4+ 44 44+252 

1954 +125t +67 +15 -10 + 72 ai os + Se 
+ 80 — 139 ao. >> 2. 57 - 48 4265 +217 

1955 + 8if -334 -54 - 65 -453 om ma +534t 
+ 187 +72 +5 +27 +104 - 99 +142 ++ 83 

1956 + 33f - 3 -20 -14 - 69 i es +102} 
— 195 + 4 +2 j—-119 +113 - 34 -—-48 — §2 

1957 — 29f +O. -6 =-%: - 7 at me — 22t 
+ 20 +127 +14 +62 +4203 -105 - 78 -—183 

1958 +141} +33 -4 +98 +4127 a ae + 14f 
+ 46 -218 -12 + 9 -221 + 70 +197 +267 

1959+ — 246} -397 -47 - 4 -—448 + 202} 
14 +2. = 27 =-@ - ns ae + 52 

1960+ + 86 -483 -49 44134 -353 + 66 +373 +4439 
—- f —212 - 3 — 68 — 283 —- 4 +286 +282 

1958: II + 61} +387 +4 +33 +124 - “% — 63 
+ 39 ee ee eT oa +45 +45 + 9 

III + 67} +22 +1 +427 + 50 at ‘ + 17 

+ 68 +7-+5 +16 + 9 - 6 -f8 «2 

IV -1 ~10i -5 +% -® en a — 39 
+290 + 2 -1 +192 +4193 + 87 +10 +97 

1959: I f— 60f -~178 -22 +20 -180 is nF + 120t 
— 581t -308 -10 -243 -—561 AS a — 20 

II — 29 -118 -10 +410 -118 + 36 +53 + 89 

+104 +141 +23 -10 4+134 - FJ =-— 32 a 

III - 33 a. de oe ie + 6 = 3: 228 
+189 +139 — + 55 +194 - 44 4+39 - § 

IV —124 - 70 -14 -—- 32 -116 -~Zi +13 --4 
+302 +61 +4 +130 +195 +92 +15 +4107 

1960: I -345 -229 -6 +36 -199 - 33 -113 -14 
— 125 -277 -6 —- 80 +363 + 71 +167 +238 

II + 31 -1233 -21 +12 -132 + 59 +4104 +4163 

— 34 ? EF = 6 .4+ FT. + ae - 4 -62 =- 6 

III +202 - 62 -21 +44 - 39 +53 +188 4241 

+ 106 +24 +22 -77 - 31 —- 40 +177 +4137 

IV +198 -~- 24 -1 +44 +97 - 13 +194 +4181 

+ 52 + 24 -13 + 68 + 79 SI +. 4. = 

1961: I —110 — 85 -13 - 54 -152 - 2 +4 +@€@ 
— 443 -216 - 3 -130 -349 + 61 -155 —-— 9 


* Mid-March to end-December only. 


t To mid-December (but including overlap in second half of March made inevitable by 
non-publication of Bank of England figures for 1959, I); 1960 = mid-December, 1959-. 
mid-December, 1960. 


} Includes securities sold to (or bought from) Banking Department of Bank of England. 


NoTE: Quarterly periods are between bank make-up dates except for (i) stock figures 
throughout 1958 of Scots Banks and Discount Market, (ii) ‘“‘ Official Sales” figures in 
1959, I, for both stock and bills, which are for quarter-ends. In these instances, therefore, 


the relevant derived totals in the final column are liable to error. 
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Tot 


ind: 








THE EXCHEQUER FINANCES 


I—The Budget 
(£ million) 
Original Expected 
budget gain or 
estimates loss* on 
1961-62 1960-61 
Total Inland Revenue 3,598 +386 
Customs and Excise 2,510 +120 
Other revenue st 400 + 68 
Total ordinary revenue . 6,508 +574 
Debt interest (including sinking fund) 700 so 
Other consolidated fund 115 —- 17 
Supply expenditure 5,187 — 198 
Total ordinary expenditure 6,002 —215 
Above line surplus or deficit .. +506 +359 
Net deficit below line ae —575 —- 34 
of which 
local loans (net lending shown 
minus) ar + 57 + : 
loans to state industries, net .. —339 
Total deficit — 69 + 325 


* Plus indicates increase in receipts or surplus, fall in expenditure or deficit. 


April 1, 

1961, to 

July 22, 
1961 
723 .7 


indicates fall in receipts or surplus, rise in expenditure or deficit. 





Il—National Savings 


(£mn: Receipts into Exchequer reported during period) 


Total 
Small 


+ 306 .0 
+248 .3 





Gain or 
loss* on 
corresponding 
period of 


Total 


Accrued Defence Remain- 


Savings 
Certi- Defence Savings Premium 
ficates Bonds Banks Bonds 
(net) (net) (net) (net) 
1953-54 .. +19.0 + 0.3 -—79.3 — 
1954-55 .. +46.0 +51.1 —35.4 — 
1955-56 .. +19.7 +21.5 — 80.4 — 
1956-57 .. +72.0 + 3.2 -20.6 +65.0 
1957-58 .. —21.3 —22.2 —-62.4 +80.2 
1958-59 +i. 9 +117.9 -55.2 +66.5 
1959-60 . .. +66.9 +144.4 4+52.7 4+41.1 
1960-61 +56.8 +107.4 +29.5 +55.5 
1960-61 
April-May +15.4 +15.2 +4+15.3 +7 
June .. + 6.8 + 8.5 - 4.9 + 3 
1961-62 
April-May - 4.0 +10.5 +22.5 +7 
June . -— 1.5 + 7.0 -3.5 +4 


* After taking account of net sales through the 


securities other than defence bonds. 


+ 53.2 
+ 13.4 


+ 36.9 
+ 6.3 





Ii]—Floating Debt 


(£ million) 


Beginning of April* 





1959 1960 
Ways and Means Advances: 
Bank of England “a — — 
Public Departments .. 291 .6 215.3 
Treasury Bills: 
Tender. . 2,950.0 3,460.0 
Tap 1,986.3 1,845.7 


Interest Bond 
(net) Maturity 
88 .6 — 38.4 
88.8 — 28.8 
82.7 —50.8 
35.5 — 38.9 
45.9 —17.7 
54.4 —-10.0 
83.5 — 1.7 
92.7 —- 1.7 
14.0 — 0.2 
6.5 — 0.1 
12.2 —- 0.1 
Bit 9 a 


ing In- 
vested* 


Change in three 








5,227.9 5,521.0 5,008.6 





July months to 
22, July 22, Fuly 23, 
1961 1961 1961 1960 
— — —_ + 0.3 
299 .4 214.3 -122.0 —- 79.3 
3,110.0 3,260.0 +120.0 + 10.0 
1,599.2 1,894.4 - 16.9 -—- 3.8 
5,368.7 - 18.9 —- 72.8 








* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 
at March 31). 
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Sterling-Dollar Exchange Rates 
July 22, May 19, June 23, June 30, July 7, July 14, July 21, 








1960 1961 1961 1961 1961 1961 1961 
Official Market 
Spot .. es = 80% r ¥ /9t 2.78 2.784 $2.78%  j$=:%2.784 2.784 
3 months .. 1%¢c¢pm 1%cpm 2%cpm 2Hhepm 2Repm 2He pm 2c pm 
Security* ame Fz 79 2.77 2.763 2.754 2.75% 2.754 








* New York market quotations. 












Britain’s Gold and Dollar Reserves* 


(Millions of US dollars) 
Financed by 

































































Net Gold Official Private 
and Dollar Special Reserves UK 
Surplus (+) Ameri- Payments Change at End Dollar 
Years and or Deficit (—) can and in of Balancest 
Quarters Aid Credits Reserves Period 
1946 are — 908 — +1123 + 220 2696 194 
1947 ay — 1431 —_ +3513 —- 618 2079 267 
1948 sa — 1710 682 + 737 — 223 1856 295 
1949 i — 1532 1196 + 116 — 168 1688 236 
1950 is + 805 762 + 45° +1612 3300 257 
1951 ‘“, — 988 199 — 176 — 965 2335 508 
1952 “a — 736 428 — 181 — 489 1846 472 
1953 me + 546 307 — 181 + 672 2518 49] 
1954 » + 480 152 — 388 + 244 2762 428 
1955 - — 575 114 — 181 — 642 2120 480 
1956 - — 626 66 + 573 + 13 2133 679 
1957 w - 419 26 + 533 + 140 2273 602 
1958 “. +1005 6 — 215 + 796 3069 654 
1959 is + 449 —- — 782 — 333 2736 719 
1960 hed + 771 — — 275 + 496 3231 1236 
1959: 
I + 173 -- — 103 + 70 3139 784 
IT ‘Ms + 206 oa — 173 + 33 3172 737 
Ill oe + 164 — - 52 + 112 3284 672 
IV cas —- 94 a — 454 — 548 2736 735 
1960: 
I + 107 —- —- 62 + 45 2780 928 
II % + 180 _ - 67 + 113 2892 1224 
III a + 398 — — 182 + 216 3108 1395 
IV = + 87 — + 3 + 123 3231 1236 
1961: 

I ea - 199 — - 11 — 210 3021 1359 
April ‘e - 59 — —- 14 - 73 2948 %. 
May te — 45 _- — —- 45 2903 
June od — 132 —~ _ — 132 2772 

II ca — 236 -— —- 14 — 250 2772 
Main Special Items Detailed 
Receipts Payments 
$mn 
1946-50 US and Canadian loans.. 4,909 1951-56 Annual service of US and 
1947-49 IMF loan : na 300 Canadian loans, etc. .. 
1948 South African loan aid. 1954 EPU funding payment . 
1956 Sale of Trinidad oil .. 177 IMF repayment. 
IMF loan ; 7 ee 1958 Service of N Amer loans 188 | 
1957 India’s IMF loan ei a 1959 IMF repayment. 200 — 
Return of interest on US IMF subscription .. 1623 
eae > Repayment of Ex-Im .. 2557 
Export-Import Bank .. 250 Service of N Amer loans : 
1960 US bid for Ford Motor.. 367 1960 IMF payments .. 


Service of N Amer loans 1874 
* Gold and convertible currency from Dec, 1958. + Source: Federal Reserve Bulletin 
t Remainder of 1947-49 loan repaid in sterling. 4 
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